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SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  replies  of  the  Office  of  the  Superintendent  of  Public 
Instruction  and  the  Department  of  Administration  are  included  in 
the  back  of  this   report. 

Page 

1A    Work  with  the  Department  of  Adminis- 
tration to  ensure  that  counties  maintain 
a  separate  accounting  of  various  levies.  14 

Agency   Reply:      Concur.     See  page  74. 

1B    Monitor  the  timeliness  and   reasonableness 
of  county  surplus  remitted  to  the  state 
by  establishing  accounts   receivable.  14 

Agency  Reply:      Concur.     See  page  74. 

2       Provide  all  counties  with  written  guide- 
lines for  the  distribution  of  forest 
reserve  revenues.  17 

Agency   Reply:      Concur.      See  page  74. 

3A    Provide  counties  with  written  guidelines 
for  estimating  miscellaneous  revenues 
available  for  the  counties'   share  of  equal- 
ization payments.  18 

Agency   Reply:      Concur.      See  page  74. 

3B     Review  calculations  of  the  counties' 
share  of  the  foundation   program  and 
follow-up  on   unreasonable  and  omitted 
amounts.  19 

Agency   Reply:      Concur.      See  page  74. 

4A    Provide  all  county  superintendents  and 
treasurers  with  written   instructions  for 
the  completion  of  reports  used  in  the 
administration  of  the  foundation  program.  21 

Agency   Reply:      Concur.      See  page  74. 
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4B    Monitor  the  timeliness  of  county  officials' 

reports.  21 

Agency   Reply:      Concur.      See  page  74. 

5A    "Flag"   changes  to  school   district  budgets 
to  ensure  that  county  superintendents 
adjust  county  equalization  and   payments 
accordingly.  25 

Agency   Reply:      Concur.      See  page  74. 

5B    Compare  total   distributions  to  total   entitle- 
ments by  county  and   reconcile  differences.  25 

Agency   Reply:      Concur.      See  page  74. 

6  Legislation   be  enacted  to  centralize  the 
funding  and  administration  of  the  foun- 
dation program.  27 

Agency   Reply:      Concur.      See  page  74. 

7  Seek  clarification  of  statutes  prescribing 
the  method  of  calculating  school  districts' 

maximum  general  fund  budgets.  31 

Agency   Reply:      Do  not  concur.      See  page  75. 

8  Discontinue  offsetting  expenditures  with 
revenues   received  in  exchange  for  goods 

and  services.  32 

Agency   Reply:      Concur.      See  page  75. 

9  Discontinue  reducing  expenditures  from 

a  fully  expended  appropriation  to  restore 
spending  authority  pending  approval  of  a 
budget  amendment.  34 

Agency   Reply:      Concur.      See  page  75. 

10A    Maintain  accounting   records  that  allow 
calculation  of  accrued  and  deferred 
revenue  in  the  federal   and  private 
revenue  fund.  35 

Agency   Reply:      Concur.      See  page  75. 
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Pa9e 

10B     Record   revenue  in   accordance  with 

generally  accepted   accounting   princi- 
ples and   state  accounting   policy.  35 

Agency   Reply:      Concur.      See  page  75. 

11        Department  of  Administration   modify 

SBAS   to   show   the   detail   of  all    adjust- 
ments to   revenues  and   expenditures 
recorded   in   a   prior  year.  36 

Agency   Reply:      Concur.      See  page  72. 

12A     Deposit  SWCAP   indirect  cost  reimburse- 
ments  in   the  state  general   fund.  38 

Agency   Reply:      Do  not  concur.      See  page  75. 

12B     Account  for  indirect  cost   reimburse- 
ments  in   accordance  with   Management 
Memo  4-80-7.  38 

Agency   Reply:      Concur.      See  page  76. 

12C     Comply  with   section   17-2-108,    MCA,    and 
apply  expenditures  against  federal    in- 
direct cost   reimbursements   before  using 
the  general   fund  appropriation.  38 

Agency   Reply:      Do  not  concur.      See  page  76. 

13       Work  with   the   Department  of  Administra- 
tion,   Accounting   Division,    to  establish 
the  proper  accounts  for   recording   the   re- 
quired  inter-entity  transfers  on   SBAS.  40 

Agency   Reply:      Concur.      See  page  76. 

14A     Establish   procedures  to  ensure  the 

prompt  collection  of  accounts   receivable.  41 

Agency   Reply:      Concur.      See  page  76. 

14B     Periodically   review  account   receivable 

balances  for  age  and   validity.  41 

Agency   Reply:      Concur.      See  page  76. 
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15  Classify  persons  as  independent  con- 
tractors only  with  they  meet  the  criteria 

set  forth  in  state  law.  43 

Agency  Reply:      Concur.      See  page  76. 

16  Establish  documentation  standards  to 
ensure  that  new  computer  applications 
are  adequately  documented  and   updated 

for  modifications.  44 

Agency  Reply:      Concur.     See  page  76. 

17  Account  for  state  match  in  a  manner 
which  will   identify  the  expenditures 
with  the  particular  federal  funds  they 
match  and  allow  a  determination  of  com- 
pliance with  federal  matching   require- 
ments. 47 

Agency  Reply:      Concur.      See  page  76. 

18A    Report  actual  financial   results  in   reports 
to  the  federal  government,   or  fully  dis- 
close any  differences  between  amounts 
reported  and  the  accounting   records.  48 

Agency   Reply:      Concur.     See  page  77. 

18B    Submit  reports  when  due  or,   when 

justified,    request  written  authorization 

for  extension  of  report  due  dates.  48 

Agency  Reply:      Concur.     See  page  77. 

19  Retain   records  relating  to  the  receipt 
and  expenditure  of  federal  funds  in 
accordance  with  federal   regulations  and 

state  records  retention   requirements.  50 

Agency   Reply:      Concur.     See  page  77. 

20  Require  subrecipients  to  adopt  the  audit 
requirements  in  OMB  Circular  A-102, 

Attachment  P.  51 

Agency   Reply:      Concur.     See  page  77. 
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COMMENTS 
INTRODUCTION 


We  performed  a  financial/compliance  audit  of  the  Office  of 
Public  Instruction  (OPI)  for  the  two  fiscal  years  ended  June  30, 
1980.  The  objectives  of  the  audit  were  to:  (1)  determine  if  the 
office's  financial  statements  present  fairly  the  office's  financial 
position  on  June  30,  1980  and  the  results  of  operations  for  the  two 
fiscal  years  then  ended,  (2)  determine  if  the  office  complied  with 
significant  applicable  laws  and  regulations,  and  (3)  make  recommen- 
dations for  improvement  in  the  management  and  internal  controls  of 
the  office. 

We  thank  both  the  previous  and  current  superintendents  and 
their  staffs  for  their  cooperation  and  assistance  during  the  audit. 
BACKGROUND 

OPI    was   established    by   Section    I,    Article  VI    of  the  Constitu- 
tion    of    Montana.       The     Superintendent    of     Public     Instruction    is 
elected  to  serve  a  four-year  term  and   is   responsible  for  the  general 
supervision  of  the  public  school   districts  of  the  state.      The  Super- 
intendent   is    also    the    secretary    of    the    State    Board   of   Education. 

OPI  provides  services  in  approximately  85  educational  program 
areas  to  Montana's  169,000  school-age  children  and  11,000  teachers 
in  584  districts.  The  office  provides  consultative  and  technical 
assistance  in  assessing  the  state's  educational  needs,  and  assists 
in  the  areas  of  teacher  preparation,  education,  school  accreditation, 
and  financial  and   legal   services. 

OPI      had     145     employees     and     expended     approximately     $174 
million    in   fiscal    year  1978-79  and  $169  million   in  fiscal   year  1979-80 


to  carry  out  its  various  programs.  Total  revenue  was  approximately 
$57  million  in  fiscal  year  1978-79  and  $49  million  in  fiscal  year 
1979-80.  Of  the  total  revenue,  $27.5  million  in  fiscal  year  1978-79 
and  $31  million  in  1979-80  was  from  federal  assistance.  The  office's 
activities  are  organized  under  four  departments,  each  headed  by 
an  administrator. 

The  Department  of  Administrative  Services  provides  planning, 
development,  personnel  evaluation,  information,  and  staff  support 
services  for  the  office.  Its  activities  include  personnel  manage- 
ment, data  processing,  public  information  services,  research  ser- 
vices for  the  staff  and  public  school  personnel,  field-based  educa- 
tional services,  the  Montana  School  Testing  Service,  grant  and 
proposal  writing  and  program  development  for  the  Comprehensive 
Employment  and  Training  Act,  business  awareness  and  law-related 
education. 

The  Department  of  Financial  Services  is  responsible  for  budget- 
ing, accounting,  and  fund  distributions.  Included  in  its  functions 
are  office  accounting,  federal  program  accounting,  payroll,  purchas- 
ing, school  food  service  program  administration,  distribution  of 
state  equalization  aid  moneys,  pupil  transportation  and  safety 
program  management,  federal  impact  aid  program  management,  and 
monitoring  the  accounting  for  moneys  expended  for  projects  funded 
through  Title  I  of  the  Federal  Elementary  and  Secondary  Education 
Act. 

The  Department  of  Instructional  Services  provides  technical 
assistance  in  educational  *  program  development  and  implementation 
to  staffs  of  elementary  and  secondary  schools,  county  superinten- 
dents,    university     system     personnel,     designers    of    public    school 
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based  programs  in  adult  education,  school  boards  and  the  Board  of 
Public  Education.  Technical  assistance  is  offered  through  three 
units:  school  and  community  services,  federal  program  services, 
and  special  education  services.  School  and  community  service 
functions  include  elementary  education,  secondary  education, 
accreditation,  certification,  traffic  and  safety  education,  library 
media,  education  of  the  gifted  and  talented,  program  development 
and  coordination,  and  the  state  film  library.  Federal  program 
services  are  offered  for  the  Elementary  and  Secondary  Education 
Act  programs,  Career  Education,  Bilingual  Education,  Indian 
Education,  the  National  Origin  Desegregation  Program,  and  Vet- 
erans Education.  Special  education  functions  include  budget  and 
data  collection,  administration  of  federal  programs  for  the  handi- 
capped, program  development  and  evaluation,  and  staff  develop- 
ment. 

The  Department  of  Vocational  and  Occupational  Services  is 
responsible  for  administering  state  and  federally  funded  programs 
in  vocational  and  occupational  education  in  secondary  and  post- 
secondary  schools.  Its  staff  provides  technical  assistance  in 
curriculum  development  and  instructional  improvement  for  staffs  in 
these  schools.  Department  functions  include  supervising  the 
administration  of  programs  in  schools,  curriculum  development, 
instructional  support  services,  state  plan  development,  research, 
and  reporting. 
STATE    EQUALIZATION    AID 

The   Montana    Constitution    directs  the  legislature  to  "provide  a 
basic  system  of  free  quality  public  elementary  and   secondary  schools" 


and  to  "fund  and  distribute  in  an  equitable  manner  to  the  school 
districts  the  state's  share  of  the  cost  of  the  basic  elementary  and 
secondary  school   system." 

OPI  is  responsible  for  the  administration  of  state  and  federal 
moneys  used  to  fund  Montana's  schools.  Montana's  primary  plan 
for  school  funding  is  known  as  the  "foundation  program."  The 
foundation  program,  originally  enacted  by  the  legislature  in  1949, 
was  designed  to  equalize  public  school  financing  throughout  Mon- 
tana by  specifying  budgeting  and  funding  requirements.  Subse- 
quent legislative  changes  include:  1)  making  county  levies  for 
equalization  mandatory,  2)  providing  that  the  state  "recapture" 
any  county  equalization  surplus  moneys,  3)  increasing  allowable 
county  permissive  levy  rates,  and  4)  providing  for  uniform  prop- 
erty tax  assessment  procedures  throughout  the  state.  Additional 
legislative  changes  expanded  the  revenue  bases  for  the  financing 
of  schools  by  including  federal  revenue  sharing  money  and  a 
portion  of  the  coal   severance  tax. 

School  districts  use  a  "general  fund"  to  finance  general 
maintenance  and  operating  costs  of  the  district.  Any  cost  which  is 
not  financed  by  another  fund  established  for  a  specific  purpose  is 
financed  by  the  "general  fund."  The  "general  fund"  is  a  budgeted 
fund  and  is  the  primary  recipient  of  foundation  program  equaliza- 
tion  payments. 

State     statutes     allow     a     local     board    of    trustees    to    adopt    a 
"general  fund"   budget  of  a  specified  amount,    based  on  the  district's 
average   number  belonging   (ANB),   without  voter  approval.      ANB   is 
calculated    from    schools'    attendance    records    for    the    prior    year. 


The  budgeted  amount  based  on  ANB  is  known  as  the  maximum- 
general-fund-budget-without-a-vote  or  maximum  "general  fund" 
budget.      (See  Exhibit  #1   on  page  7.) 

An  amount  equal  to  80  percent  of  the  maximum  "general  fund" 
budget  is  known  as  the  foundation  program,  or  entitlement.  This 
is  the  minimum  level  of  operating  expenditures  of  a  school  district, 
as  specified  by  law,  sufficient  to  provide  for  the  educational 
programs  of  a  school.  The  remaining  20  percent  of  the  maximum 
"general  fund"  budget  is  known  as  the  permissive  amount.  State 
law  "permits"  the  school  district  trustees  to  budget  the  permissive 
amount  above  the  foundation   program  amount  without  voter  approval. 

The  foundation  amount  is  financed  from  three  primary  sources  - 
a    mandatory    county    property    tax    levy    of    25   mills   for   elementary 
and    15   mills   for   high    school    districts,    state   equalization  aid,   and, 
if    necessary,    a    statewide   property    levy   for   any   state   equalization 
aid  deficiency   (deficiency   levy).      The  permissive  amount  is  financed 
by  a   levy  of  up  to  9  mills  on  the  taxable  valuation  of  an  elementary 
district  and  6  mills  on  the  taxable  valuation  of  a  high   school  district. 
When    these    levies    provide    less   than   the   total    revenue   needed   for 
the  permissive  portion  of  the  budget,   the  state  finances  the  remain- 
ing   amount   using   federal    revenue   sharing,    a   general    fund    appro- 
priation,   and,    if    necessary,    a    statewide   property   tax    (permissive 
levy). 

Any  amount  which  the  trustees  budget  over  the  total  of  the 
foundation  program  and  permissive  amount  is  financed  by  any 
unreserved  cash  balance  in  the  district's  "general  fund"  at  year- 
end  and  a  district  voted   levy. 


The     district     budgets     and     revenue    sources    are    graphically 
represented   in   Exhibit   I   on   page  7. 


EXHIBIT  1 


Funding  for  School  District  "General  Fund" 
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SCHOOL    FUNDING    IN   MONTANA 

Our  examination  of  state  equalization  aid  was  designed  to 
determine  the  reasonableness  of  expenditures  reported  in  OPI 
financial  statements  and  to  determine  the  office's  compliance  with 
significant  statutory  requirements.  During  our  review  we  noted 
inequities  in  the  present  funding  of  Montana's  schools.  The  imple- 
mentation of  recommendations  made  to  OPI  on  the  following  pages 
will  control  some  of  these  inequities.  Others,  such  as  cash  short- 
ages caused  by  delinquent/protested  taxes,  indicate  a  need  to 
reorganize  Montana's  present  school  financing   system. 

Reorganizing  the  funding  and  administration  of  the  foundation 
program  under  the  state,  rather  than  under  both  the  state  and 
counties,  would  relieve  the  counties  of  state  imposed  duties  and 
assist  Montana  in  meeting  its  constitutional  goal  to  equitably  fund 
and  distribute  the  state's  share  of  costs.  The  centralization  of 
foundation  program  funding  and  administration  would  require  little 
alteration  of  the  present  system. 

The  flowcharts  on  page  10  represent  graphically  the  differ- 
ences between  the  present  system  and  a  possible  alternative  system 
for  funding  the  foundation  program.  Under  the  present  system, 
the  state,  and  the  counties  under  direction  of  the  state,  each 
collect  certain  revenues  that  are  statutorily  designated  as  funding 
for  Montana's  schools.  Surplus  revenues  collected  by  the  county 
are  remitted  to  the  state.  Under  the  proposed  system,  county 
revenues  statutorily  designated  as  financing  for  the  foundation 
program  would  be  remitted  to  the  state  and  distributed  to  school 
districts  along  with  state  equalization  aid. 


On  page  25,  following  our  discussions  of  the  various  problems 
noted  during  our  review  of  the  foundation  program,  we  discuss 
further  the  benefits  of  a  centralized  system  for  the  funding  and 
administration  of  the  foundation   program. 
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Corp.  License  Tax 


62*5%  of  U.S.  Oil 
and  Gas  Royalties 


1/3  Share  of  Elemen 
Transportation  Budge 


tarvj 
etj 


High  School 
--^iTuition  Payments 


Interest  and 
Income 


10%  of  State 
Coal  Tax 


Coal  Tax 
Investment  Income 


leneral  Fund   J 
Appropriation 


G. 
Apj. 


State 
Equalization  Aid 


iFoundatic 
[Program 
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COUNTY   ACCOUNTING   AND    REPORTING 

The  foundation  program  consists  of  financing  from  both  county 
and  state  revenue  sources.  The  state's  share  of  equalization  aid 
depends  on  the  amount  the  county  is  able  to  contribute.  In  order 
to  calculate  the  state's  share,  reports  from  county  officials  listing 
available  and  expected  revenues  to  pay  the  county's  share  must  be 
used. 

Our     review    of    the    foundation     program     included    visits    with 
county  treasurers  and   county  school   superintendents   in   12  counties. 
The    purpose   of   the   visits    was    to    review    accounting    and   reporting 
procedures    for    the    foundation    program    at    the    county    level.      We 
did   not  perform  an  audit  of  county  records. 

In    the    12    counties   we   visited   there   were   inconsistencies   and 
inaccuracies    in    the    accounting    and     reporting    of    county    receipts 
and  disbursements  for  the  foundation   program. 
County   Basic   Levies 
--Separate  Accounting    Required 

In  addition  to  the  mandatory  25  mills  for  elementary  and  15 
mills  for  secondary  school  districts  levied  by  counties,  there  may 
be  county  levies  for  elementary  retirement,  high  school  retirement, 
and  high  school  transportation.  Four  of  the  counties  we  visited 
are  accounting  for  the  two  levies  for  elementary  districts  in  one 
fund,  and  the  three  levies  for  secondary  districts  in  another  fund. 
There  is  no  allocation  of  the  tax  collections  to  the  specific  pur- 
poses for  which  they  were  levied. 

Section  20-9-212,  MCA,  states,  "a  separate  accounting  shall 
be    maintained    for    each     county    fund    supported    by    a    countywide 
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levy  for  a  specific,  authorized  purpose.  .  .  "  If  levies  are  not 
accounted  for  separately,  there  can  be  no  assurance  that  they  are 
expended  for  the  purpose  they  are  collected.  In  one  county  that 
combines  tax  revenue,  we  reconstructed  the  accounting  records  for 
the  two  elementary  funds  using  current  levy  distribution  data  and 
estimate  that  the  basic  county-wide  levy  for  equalization  supported 
elementary  retirement  in  the  amount  of  $13,887  and  $8,813  for 
fiscal  years  1978-79  and  1979-80,  respectively.  This  same  county 
distributed  approximately  $98,000  and  $154,000  less  than  total 
elementary  foundation  entitlements  for  fiscal  years  1978-79  and 
1979-80  because  of  an  insufficient  cash  balance  in  the  basic  levy 
fund.  It  was  not  practical  for  us  to  reconstruct  the  accounting 
records  for  the  other  three  counties  which  combined   levies. 

State  law  gives  OPI  general  supervisory  authority  over  school 
financial  administration  provisions  prescribed  by  law,  and  requires 
that  OPI  "establish  such  rules  as  are  necessary  to  secure  compli- 
ance" with  the  provisions.  Compliance  with  section  20-9-212, 
MCA,  can  be  determined  by  reviewing  county  treasurers'  reports 
on  foundation  program  activity.  OPI  did  not  review  the  treasurers' 
reports  and  contact  the  four  counties  referred  to  above  regarding 
their  combining  of  levies  during  fiscal  years  1978-79  and  1979-80. 
OPI  officials  said  that  in  the  past  they  have  contacted  counties 
that  are  combining  levies,  but  were  not  always  able  to  obtain 
compliance. 

Programs  presently  administered  by  the  Department  of  Com- 
munity Affairs  (DCA)  exist  to  provide  accounting  assistance  to 
local  governments  and  perform  audits  that  ensure  compliance  with 
state  statutes  and   regulations.      These  programs  will   be  transferred 
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to  the   Department  of  Administration   (D  of  A)   as   part  of  the  creation 
of   a    new    Department   of    Commerce.      OPI    should    work    with    D  of  A 
to    ensure    county    compliance    with     state    statutes    that    require    a 
separate  accounting  of  various   levies. 
--County   Basic   Levy  Surplus 

Sections  20-9-331  and  20-9-333,  MCA,  state  that  any  surplus 
of  revenues  which  exceeds  the  county's  elementary  transportation 
and  high  school  tuition  obligations  plus  the  total  of  the  county's 
foundation  entitlement  shall  be  sent  to  the  state  treasurer  for 
deposit  to  the  Earmarked  Revenue  Fund  not  later  than  June  1 . 
OPI  does  not  monitor  the  amount  or  timeliness  of  county  surplus 
revenue  deposits. 

We  reviewed  the  deposits  made  by  six  counties  which  had 
anticipated  surplus  revenues  for  fiscal  years  1978-79  and  1979-80. 
Four  counties  with  surplus  revenues  did  not  remit  the  surplus  to 
the  state  by  June  1.  One  county's  deposit  was  made  in  September 
of  the  following  fiscal   year. 

Another    county    with    an    accumulated    surplus   of  over  $703,000 
at    fiscal    year-end    June  30,     1980,     remitted    nothing    to    the    state. 
Approximately  half  of  this  county's  accumulated   surplus  at  June  30, 
1980  was  paid  to  school   districts  as   part  of  their  1980-81   foundation 
entitlement.       By    keeping    the    surplus,    the   county    was    able  to  pay 
the  next  school   year's  total  foundation  entitlement  to  all   its  districts 
in   December  1980.      County  officials   in  the  other  eleven  counties  we 
visited   said  they  must  pay  district  entitlements   in  two  distributions, 
one    in    December    and    another  after  taxes  due   in   May  are  collected. 
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After   making    the   distribution    to  school   districts   in   December, 
the  county   remitted  the   rest  of  the  surplus,    approximately  $345,000, 
to  the  state.      At  March  30,    1981,    an  additional  $132,200  had  accumu- 
lated   in   the   county's    high   school  and  elementary  basic  levy  funds. 

The  counties'  basic  levy  surplus  is  used  for  the  state's  share 
of  the  foundation  program.  If  the  county  surpluses  are  remitted 
late  or  not  at  all,  the  state  may  be  short  of  cash  for  its  share  of 
the  foundation  program  and  the  June  distribution  of  state  aid  to 
schools  could   be  delayed. 

Estimates  of  county  surplus  are  reported  to  OPI  at  the  begin- 
ning of  each  year  on  the  superintendent's  "General  Fund  Revenues 
Worksheets."  These  worksheets  are  due  to  OPI  by  September  1  of 
each  year.  OPI  should  use  these  estimates  to  establish  an  account 
receivable  for  the  county  surplus.  The  receivable  balances  could 
be  updated  by  reviewing  the  State  Treasurer's  records  of  county 
deposits.  This  would  allow  a  timely  follow-up  on  surplus  amounts 
not  remitted  by  June  1,  and  any  significant  changes  from  the 
estimated   amounts  could   be  investigated. 

RECOMMENDATION   #1 

WE    RECOMMEND   THAT   OPI: 

A.  WORK  WITH  THE  DEPARTMENT  OF  ADMINISTRATION 
TO  ENSURE  THAT  COUNTIES  MAINTAIN  A  SEPARATE 
ACCOUNTING   OF   VARIOUS    LEVIES. 

B.  MONITOR    THE    TIMELINESS    AND    REASONABLENESS    OF 
COUNTY   SURPLUS    REMITTED   TO   THE   STATE   BY    ESTAB- 
LISHING  ACCOUNTS    RECEIVABLE. 
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Federal    Forest   Reserve   Funds 

Federal  forest  reserve  funds  are  apportioned  to  counties  in 
which  national  forests  are  situated.  One-third  of  these  moneys  are 
deposited  in  the  county  common  school  fund  and  are  used  to  sup- 
port the  foundation  program  of  elementary  school  districts.  These 
county  revenues  are  not  accounted  for  by  all  counties  and  OPI  on 
the  same  basis. 

OPI  includes  forest  reserve  funds  in  their  estimation  of  the 
counties'  share  of  the  foundation  program.  In  three  counties,  the 
actual  amount  to  be  received  in  the  current  year  is  used.  For  all 
other  counties,  the  amount  OPI  uses  in  its  calculations  is  the 
amount  received  by  the  counties  in  the  prior  year.  To  account  for 
the  revenues  on  the  same  basis  as  OPI  estimates  them,  these 
counties  must  deduct  the  forest  reserve  funds  from  available  cash 
in  the  year  they  are  received,  and  distribute  them  to  school  dis- 
tricts  in  the  following   year. 

Federal  forest  reserve  payments  to  counties  are  based  on 
receipts  from  timber  sales  and,  therefore,  may  vary  significantly 
between  years.  Only  four  of  the  twelve  counties  we  visited  deduct 
forest  reserve  revenues  received  from  cash  available  for  distribu- 
tion to  districts,  and  thus,  had  revenues  available  for  distribution 
in  the  following  year  equal  to  OPI's  estimate.  If  the  other  eight 
counties  received  less  in  current  year  forest  reserve  revenues 
than  in  the  prior  year,  they  may  not  have  had  enough  cash  avail- 
able to  distribute  their  entire  share  of  the  foundation  program  at 
the  level  anticipated.  OPI  does  not  adjust  the  state's  share  of  the 
foundation  program  for  differences  between  actual  and  estimated 
forest  reserve  apportionments  to  counties. 
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Forest  reserve  revenues  could  decrease  between  years  because 
of  under  apportionments  by  the  State  Auditor's  Office.  Section 
17-3-212,  MCA,  requires  the  State  Auditor  to  apportion  all  forest 
reserve  funds  to  counties  in  which  the  national  forests  are  situated. 
In  October  1980,  the  State  Auditor  received  a  preliminary  payment 
of  forest  reserve  funds  from  the  U.S.  Department  of  Agriculture. 
The  moneys  were  apportioned  and  distributed  to  counties  based 
upon  estimates  provided  by  the  Department  of  Agriculture.  When 
the  final  payment  was  received  from  the  Department  of  Agriculture 
and  actual  county  apportionments  calculated,  six  counties  had 
already  received  more  than  their  total  entitlement.  As  a  result, 
three  counties  cannot  be  paid  all  they  are  entitled  to  until  over- 
payments are  returned  to  the  State  Auditor.  One  county  received 
$104,500  less  than   its  entitlement. 

OPI  should  provide  all  counties  with  guidelines  for  the  dis- 
tribution of  federal  forest  reserve  funds.  An  OPI  official  said 
instructions  for  the  distribution  of  forest  reserve  funds  are  given 
at  the  annual  meeting  of  school  superintendents,  but  attendance  at 
this  meeting  and  any  instructional  workshops  held  by  OPI  is  not 
mandatory.  The  official  also  said  that  a  memorandum  on  the  proper 
method  for  distributing  forest  reserve  funds  was  issued  to  all 
counties  several  years  ago.  Because  school  superintendents  do  not 
all  attend  a  meeting  or  workshop  during  the  year,  written  instruc- 
tions  should   be  reissued   by  OPI    every  year. 

If  OPI  continues  to  estimate  available  county  financing  using 
the  prior  year's  forest  reserve  revenues,  either  1)  all  counties 
should    be    instructed    to    have    the    prior    year's    revenues    available 
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for  distribution  in  the  current  year,  or  2)  OPI  should  adjust  the 
state  share  for  any  decrease  between  current  and  prior  year  forest 
reserve  revenues.  The  current  year's  apportionments  are  available 
to  OPI  from  the  State  Auditor's  Office  before  the  last  distribution 
of  state  aid  to  counties. 

RECOMMENDATION   #2 

WE  RECOMMEND  THAT  OPI  PROVIDE  ALL  COUNTIES  WITH 
WRITTEN  GUIDELINES  FOR  THE  DISTRIBUTION  OF  FOREST 
RESERVE    REVENUES. 

Miscellaneous    Revenues 

Section  20-9-331,  MCA,  specifies  the  miscellaneous  county 
revenues  to  be  used  for  the  counties'  share  of  the  foundation 
program.  Included  are  moneys  paid  to  the  county  treasurer  as  a 
result  of  fines,  the  use  of  which  is  not  otherwise  specified  by  law. 
County  methods  vary  for  determining  the  estimated  fine/forfeit 
revenue  that  will  be  available  for  the  county's  share  of  the  founda- 
tion  program. 

Most  superintendents  report  last  year's  actual  fine/forfeit 
revenues  shown  on  the  county  treasurer's  report  as  the  amount 
expected  to  be  collected  in  the  following  year.  But  five  of  the 
counties  we  visited  estimated  no  fine/forfeit  revenue  for  one  or 
both  of  our  audit  years.  Actual  fine/forfeit  revenues  collected  by 
these  five  counties  during  those  years  ranged  from  $3,200  to 
$77,600.  Some  county  officials  said  they  intentionally  omit  these 
revenues    to    help    alleviate   the    shortage    in   county  financing  caused 
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by  delinquent  and  protested  taxes.  Others  said  they  had  no  basis 
for  an  estimate  because  the  county  treasurer  did  not  report  fine/ 
forfeit  collections   in  the  prior  year  as  a  separate   line  item. 

The    format    used    for    the    county's   calculation   of   its    share  of 
the   foundation    program    is    specified    by    OPI.      Omission    of   an  esti- 
mate   for    fine/forfeit    revenues    is    apparent    from    a    review    of    the 
form.      OPI    did   not  follow-up  on  the  five  counties'   failure  to  include 
this   revenue   in  their  estimates. 

Like    federal    forest    reserve    funds,    fine/forfeit    revenues    may 
vary    significantly    from    year    to    year.      In   one   county   we   visited, 
revenues  from  fines/forfeits  increased  $33,000  (74  percent)   between 
fiscal   years   1978-79  and   1979-80.      In  another  county,   they  decreased 
$9,000  (34  percent).      If  one  county  underestimates  expected  county 
revenues,    the    state's    aid    to    the    county   could   exceed   the   amount 
actually    required    to    pay    the    county's    school    districts    their    total 
foundation     entitlement;     and     if    another    county    overestimates    its 
expected     revenues,     it    could    end     up    short    of    cash    to    pay    the 
county  share  of  the  foundation   program.      To  eliminate  these  inequi- 
ties,    OPI     should    provide    all    counties    with    written    guidelines    for 
estimating   miscellaneous   revenues. 

RECOMMENDATION   #3 

WE    RECOMMEND   THAT   OPI: 

A.  PROVIDE  COUNTIES  WITH  WRITTEN  GUIDELINES  FOR 
ESTIMATING  MISCELLANEOUS  REVENUES  AVAILABLE 
FOR  THE  COUNTIES'  SHARE  OF  EQUALIZATION  PAY- 
MENTS. 
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B.  REVIEW  CALCULATIONS  OF  THE  COUNTIES'  SHARE  OF 
THE  FOUNDATION  PROGRAM  AND  FOLLOW-UP  ON 
UNREASONABLE   AND   OMITTED   AMOUNTS. 

Cash    Reappropriated 

Another  source  of  financing  for  the  county's  share  of  the 
foundation  program  is  county  cash  reappropriated.  Cash  reappro- 
priated is  the  cash  balance  in  the  county  basic  levy  funds  at  the 
end  of  the  preceding  fiscal  year. 

--County  Treasurers'    Reports 

An  annual  report  by  county  treasurers  of  the  year's  receipts 
and  disbursements  for  the  counties'  share  of  the  foundation  pro- 
gram is  due  to  OPI  by  August  15.  There  is  a  line  item  on  the 
report  for  the  June  30  cash  balances  in  the  elementary  and  high 
school  funds.  The  total  of  these  cash  balances  from  the  treasurers' 
reports  for  all  56  counties  should  have  been  OPI's  best  estimate 
for  Cash  Reappropriated  when  estimating  the  state  deficiency. 
Amounts  reported  as  cash  reappropriated  by  county  treasurers 
are  not  reliable.  For  example,  the  county  treasurer  reports  sub- 
mitted by  four  of  the  counties  we  visited  did  not  agree  to  their 
accounting  records.  In  one  county  the  accounting  records  show 
total  ending  cash  balances  of  nearly  $700,000  in  the  elementary  and 
high  school  basic  levy  funds  at  fiscal  year-end  1979-80,  but  the 
treasurer  reported  cash  balances  of  zero  to  OPI.  The  other  three 
counties  also  reported  zero  when  the  accounting  records  indicated 
cash   balances   remained   at  year-end. 
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--County  Superintendents'    Reports 

The  "General  Fund  Revenues  Worksheet"  is  submitted  to  OPI 
each  September  by  county  superintendents.  The  report  gives 
estimates  of  county  financing  available  for  the  current  year's 
foundation  program,  including  cash  reappropriated  from  the  prior 
year. 

In  one  county,  $11,650  in  forest  reserve  moneys  was  held 
over  for  distribution  in  the  next  year.  Thus,  the  $11,650  was 
included  in  the  cash  balance  in  the  fund  at  year-end.  The  super- 
intendent reported  cash  reappropriated  as  the  June  30  cash  balance 
on  the  treasurer's  report,  without  deducting  the  forest  reserve 
moneys.  Since  OPI  adds  the  prior  year's  forest  reserve  moneys  to 
the  county's  cash  reappropriated  when  calculating  the  required 
state  aid  to  the  county,  county  financing  for  the  foundation  pro- 
gram was  overestimated  and  the  required  state  aid  to  the  county 
was  short  $11 ,650. 

In  another  county,  the  treasurer's  report  showed  a  total  cash 
balance  in  the  high  school  basic  levy  fund  of  approximately  $306,000, 
but  the  superintendent  reported  county  cash  reappropriated  as 
zero.  Other  superintendents  also  said  they  report  cash  reappro- 
priated as  zero  "as  a  matter  of  procedure"  or  "because  their 
predecessor  always  did." 
Late   Reports 

In  order  for  OPI  to  use  the  county  treasurers'  reports  for 
calculating  cash  reappropriated,  the  reports  must  be  received  by 
their  August  15  due  date.  We  estimate  that  almost  half  of  all 
treasurer's  reports  are  submitted  after  August  15.  We  noted  some 
reports  submitted  as   late  as   December. 
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County  superintendents'  reports  were  also  frequently  sub- 
mitted after  the  September  due  date.  When  a  superintendent's 
report  on  the  foundation  program  requirements  financed  by  the 
county  is  not  received  before  OPI's  first  distribution  of  state  aid, 
the  amount  of  the  state's  first  payment  must  be  estimated  and 
subsequent    payments    adjusted    for    any    over    or    under    payment. 

Proper  reporting  procedures  for  counties  are  discussed  by  an 
OPI  representative  at  meetings  and  workshops  held  throughout  the 
state  for  county  officials.  However,  an  OPI  official  estimated  that 
less  than  half  of  all  superintendents  and  even  fewer  treasurers 
attend  a  meeting  or  workshop  during  the  year.  OPI  should  provide 
written  instructions  to  all  county  officials  for  the  proper  completion 
of  reports  on  county  financing  for  the  foundation  program.  Each 
year  these  instructions  should  be  reissued  to  all  officials.  To 
administer  the  foundation  program  OPI  must  have  accurate,  compar- 
able, and  timely  reports  from  county  treasurers  and  superintendents. 
Without  reliable  data  as  to  county  participation,  the  objective  of 
equalizing  school  funding  cannot  be  met. 

RECOMMENDATION   #4 

WE    RECOMMEND   THAT   OPI: 

A.  PROVIDE  ALL  COUNTY  SUPERINTENDENTS  AND  TREA- 
SURERS WITH  WRITTEN  INSTRUCTIONS  FOR  THE  COM- 
PLETION OF  REPORTS  USED  IN  THE  ADMINISTRATION 
OF   THE    FOUNDATION    PROGRAM. 

B.  MONITOR  THE  TIMELINESS  OF  COUNTY  OFFICIALS' 
REPORTS. 
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Distributions  of  County    Equalization 

As  part  of  our  review  of  the  foundation  program  in  eight 
counties,  we  compared  total  county  and  state  equalization  aid 
distributions  to  total  entitlements  for  school  districts  in  the  county. 
In  every  county,  total  distributions  were  either  over  or  under  the 
total  of  district  entitlements,  usually  because  the  county's  actual 
revenues  or  cash  reappropriated  were  over  or  under  the  county's 
estimate  of  available  financing.  Amounts  distributed  over  and 
under  entitlements  for  the  eight  counties  were  as  follows: 


County 

A 
B 
C 
D 
E 
F 
G 
H 


Fiscal  Year  1978-79 
Amount 
Over  (Under) 
Entitlement 


$(167,154) 
51,809 
(518,814) 
(12,574) 
69,221 
24,595 
(420,395) 
(420,263) 


Fiscal  Year  1979-80 
Amount 
Over  (Under) 
Entitlement 


$(221,903) 

(125,420) 

(238,185) 

(65,470) 

2,628 

16,118 

(240,636) 

(684,506) 


According  to  the  treasurer's  report  of  county  equalization 
disbursements,  one  county  paid  over  $290,000  more  to  high  school 
districts  than  the  superintendent  estimated  the  county  would  pay. 
The  superintendent  estimated  the  county's  contribution  to  the 
foundation  program  at  25.6  percent,  with  the  state  contributing 
the  remaining  74.4  percent.  If  the  county's  foundation  program 
requirements  did  not  change  significantly,  the  county  actually  paid 
over  50  percent  of  total  requirements  with  no  corresponding  reduc- 
tion in  the  state's  aid  to  the  county's  schools.  The  overpayment 
to    schools    was    possible    because    the    superintendent   estimated    the 
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available  county  financing  using  cash  reappropriated  of  zero.  The 
treasurer's  report  showed  a  cash  balance  in  the  high  school  basic 
levy  fund  of  $306,700. 

In  another  county,  total  state  and  county  distributions  to 
high  school  and  elementary  school  districts  were  nearly  $519,000 
less  than  the  total  of  the  districts'  foundation  program  budgets. 
County  officials  said  the  underdistributions  were  a  result  of  delin- 
quent and  protested  taxes.  The  superintendent's  estimate  of 
available  county  financing  assumes  a  100  percent  collection  rate  for 
taxes. 

Distributions  to  schools  that  were  over  or  under  foundation 
entitlements  were  also  a  result  of  OPI's  changes  and  corrections  to 
schools'  ANB  amounts,  special  education  revertments,  and  other 
data  affecting  the  foundation  program.  County  superintendents 
were  not  aware  of  the  budget  changes,  and  made  distributions  of 
county  equalization  based  on  the  original   budgets. 

Superintendents  receive  computer  reports  from  OPI  with  each 
state  equalization  payment.  These  reports  contain  the  most  cur- 
rent foundation  program  data.  Some  superintendents  do  not  review 
these  reports  and,  as  a  result,  may  remain  unaware  of  changes  to 
district  foundation  entitlements.  For  example,  in  one  county,  OPI 
properly  reduced  the  county  share  of  equalization  by  over  $69,000. 
Although  the  computer  report  sent  to  the  county  showed  the 
reduction  in  the  county's  share,  the  superintendent  was  not  aware 
of  the  change.  As  a  result,  the  elementary  schools  in  the  county 
received  $69,000  more  than  their  foundation  entitlements  for  fiscal 
year    1979-80.       OPI    should    "flag"    any    changes    to    the    county    or 
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state  shares  of  equalization  aid  to  ensure  that  the  superintendent 
makes  the  appropriate  adjustments  to  county  equalization  distribu- 
tions. 

A  school  district's  general  fund  budget  specifies  the  spending 
limits  for  that  fund.  If  a  district  receives  less  cash  than  its 
entitlement,  it  can  still  incur  obligations  up  to  the  budget  amount. 
However,  the  county  must  register  warrants  and  pay  interest  when 
the  sum  of  cash  available  in  all  funds  of  the  district  is  insufficient 
to  pay  the  warrants. 

When  the  total  amount  of  available  county  moneys  is  greater 
than  the  total  amount  of  the  foundation  programs  of  all  districts  in 
the  county,  section  20-9-335,  MCA,  requires  the  excess  to  be 
retained  by  the  county  and  considered  as  financing  during  the 
ensuing  fiscal  year.  Some  superintendents  told  us  they  always 
distribute  all  cash  available,  regardless  of  foundation  program 
entitlements.  Districts  which  receive  cash  distributions  exceeding 
their  authorized  budget  cannot  legally  spend  the  excess.  The 
trustees  for  the  district  can,  however,  designate  any  cash  balance 
at  year-end  as  "cash  reserve"  for  the  purpose  of  paying  general 
fund  warrants  issued  between  July  1  and  November  30  of  the 
ensuing  year.  The  amount  designated  as  reserved  cannot  exceed 
35  percent  of  the  district's  general  fund  budget  for  the  ensuing 
school  fiscal   year. 

Any  portion  of  the  cash  balance  that  is  not  designated  as 
cash  reserve  is  cash  reappropriated.  The  cash  reappropriated  is 
used  to  reduce  district  property  tax  levies.  Thus,  if  a  district 
receives    state    aid    in    excess   of   its   entitlement   and   designates   the 
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excess  cash  as  district  cash  reappropriated,  the  state  is  funding 
that  district  at  an  amount  exceeding  its  maximum-general-fund- 
budget- without- a -vote. 

OPI  does  not  review  county  equalization  aid  payments  to 
schools.  The  treasurer's  reports  on  annual  activity  in  county 
basic  levy  funds  show  the  total  county  disbursements  to  school 
districts  for  the  fiscal  year.  Total  payments  reported  by  trea- 
surers should  be  compared  by  county  to  total  entitlements  and 
differences   reconciled. 

RECOMMENDATION   #5 

WE    RECOMMEND   THAT   OPI: 

A.  "FLAG"  CHANGES  TO  SCHOOL  DISTRICT  BUDGETS  TO 
ENSURE  THAT  COUNTY  SUPERINTENDENTS  ADJUST 
COUNTY    EQUALIZATION   AID    PAYMENTS   ACCORDINGLY. 

B.  COMPARE  TOTAL  DISTRIBUTIONS  TO  TOTAL  ENTITLE- 
MENTS    BY     COUNTY     AND     RECONCILE     DIFFERENCES. 

CENTRALIZATION   OF   THE    FOUNDATION    PROGRAM 

On  page  8  we  discussed  a  possible  alternative  system  for 
funding  the  foundation  program.  Under  the  proposed  system 
which  is  shown  graphically  on  page  10,  all  revenues  designated  as 
financing  for  Montana's  school  districts  would  be  remitted  to  the 
state.  This  centralization  would  eliminate  the  need  for  counties  to 
perform  several  state  imposed  duties  and  would  also  control  the 
inequities  resulting  from  the  collection,  accounting,  and  reporting 
of  county   revenues   used  for  the  foundation   program. 
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The  most  significant  of  these  county  revenues  is  the  manda- 
tory basic  county  levy.  In  a  decision  rendered  by  the  Montana 
Supreme  Court  (State  ex  rel.  Woodahl  v.  Straub),  the  basic  40  mill 
county  levy  was  ruled  to  be  a  state  rather  than  a  local  tax,  since 
"the  state  benefits  as  a  whole  from  the  tax  imposed."  Although 
the  state  benefits  as  a  whole  from  the  taxes  collected,  under  the 
present  system,  delinquent  or  protested  taxes  causing  shortfalls  in 
financing  for  the  foundation  program  must  be  dealt  with  by  the 
individual  counties.  An  inequity  results  because  delinquent/ 
protested  tax  rates  are  not  consistent  from  county  to  county.  In 
estimating  their  share  of  the  financing  for  the  foundation  program, 
counties  assume  a   100  percent  collection   rate. 

Counties  are  not  autonomous  under  the  present  system  for 
school  funding.  State  statutes  govern  the  school  budget  process 
and  designate  the  revenues  that  must  be  collected  and  used  to 
fund  those  budgets.  The  time  of  distributions  of  county  revenues 
to  school  districts  is  also  specified  by  statute.  Each  year  county 
officials  must  report  the  past  year's  and  the  estimated  ensuing 
year's  county  equalization  activity  to  the  state.  If  the  foundation 
program  was  funded  and  administered  by  the  state,  many  of  the 
duties   now  imposed  on   local   governments  would   become  unnecessary. 

The  reorganization  of  the  foundation  program  under  the  state 
would  also  eliminate  many  of  the  other  problems  discussed  previ- 
ously. The  mandatory  25  mill  levy  for  elementary  and  15  mill  levy 
for  secondary  school  districts  would  be  remitted  to  the  state  when 
collected,  thus  there  would  be  no  mixing  of  the  mandatory  levy 
with    other    tax    collections    and    no    county    surplus  to  be  remitted  to 
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the  state  at  June  1.  Federal  forest  reserve  funds  and  miscellan- 
eous revenues  would  be  estimated,  accounted  for,  and  distributed 
by  OPI.  There  would  be  no  "county  cash  reappropriated. "  The 
amount  remaining  at  year-end  for  distribution  in  the  following  year 
would  be  OPI's  cash  balance  in  the  Earmarked  Revenue  Account  for 
the  foundation   program. 

Under  the  proposed  system,  OPI  would  make  all  distributions 
to  school  districts  based  upon  each  district's  budget.  If  the  cash 
balance  in  OPI's  Earmarked  Revenue  Fund  was  not  sufficient  to 
pay  all  districts  the  minimum  of  80  percent  of  their  budgets,  the 
General  Fund  appropriation  would  be  used  to  make  up  any  short- 
age. By  having  OPI  make  all  distributions  of  foundation  program 
funds,  each  district  would  be  ensured  of  receiving  its  entire 
foundation  entitlement.  The  present  inequities  caused  by  some 
districts  receiving  distributions  in  excess  of  their  entitlements, 
while  others  receive  amounts  that  are  significantly  less,  would  be 
eliminated. 

RECOMMENDATION   #6 

WE  RECOMMEND  THAT  LEGISLATION  BE  ENACTED  TO  CEN- 
TRALIZE THE  FUNDING  AND  ADMINISTRATION  OF  THE 
FOUNDATION    PROGRAM. 

INTEREST   ON    PERMISSIVE   ACCOUNT   SURPLUS 

During  our  audit  period,  state  law  required  interest  earned 
from  the  investment  of  permissive  moneys  to  be  deposited  to  the 
Earmarked    Revenue    Fund,     permissive    account.       Interest   earnings 
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were  to  be  used  to  reduce  any  state  permissive  levy  required  in 
succeeding  years.  The  income  earned  from  the  investment  of  these 
funds  was  not  deposited  to  the  permissive  account  in  accordance 
with   section   20-9-352   (4),    MCA. 

Cash  in  the  permissive  account  has  been  invested  by  the 
Department  of  Administration,  Investment  Division,  along  with 
other  idle  state  cash.  Investment  earnings  have  been  credited  to 
the  state's  General  Fund  because  the  Investment  Division  was 
never  notified  by  OPI  of  the  law  allowing  the  interest  to  be  credited 
to  the   Earmarked    Revenue   Fund. 

For  the  five-year  period  ended  December  30,  1980,  the  aver- 
age monthly  cash  balance  in  the  permissive  account  was  approxi- 
mately $3,986,000.  We  estimate  interest  revenues  lost  to  the  permis- 
sive account  over  the  past  five  calendar  years  at  approximately 
$1.5  million  calculated  as  follows: 

INVESTMENT   INCOME  LOST  TO  PERMISSIVE  ACCOUNT 


Year 

Jan- June  1976 
Fiscal  Year  1977 
Fiscal  Year  1978 
Fiscal  Year  1979 
Fiscal  Year  1980 
July-Dec.  1980 


Average  Investment 

Monthly  Balance    Interest  Rate"     Income 


$17,198,583 

7 .  02% 

$ 

603,670 

4,616,188 

6.76% 

312,054 

411,369 

7 .  15% 

29,413 

2,332,544 

8.12% 

189,403 

1,254,681 

10.23% 

128,354 

5,431,366 

11.50%** 

312,304 

$1 

,575,198 

*  Average  annual  STIP  rate  reported  by  the  Montana  Board  of 
Investments . 

**  Estimate  of  STIP  rate  for  fiscal  year  1981. 
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Section  20-9-352(4),  MCA,  was  amended  by  the  47th  Legisla- 
ture. As  amended,  there  is  no  requirement  to  deposit  interest 
earned  on  permissive  moneys  in  the  Earmarked  Revenue  Fund. 
ESTIMATES   USED    FOR    DEFICIENCY    LEVY   CALCULATION 

During  our  audit  period,  OPI  was  required  to  estimate  the 
state  and  county  share  of  the  foundation  program  payments  and,  if 
the  projected  expenditures  exceeded  expected  revenues  for  the 
foundation  program,  the  deficiency  was  made  up  with  a  statewide 
property  tax  levy.  State  law  required  that  the  estimates  of  reve- 
nues    and     expenditures    be    based    on    the    "best    available    data." 

The  county  share  of  the  foundation  program  is  paid  primarily 
from  the  county  basic  levy  tax  revenue  and  cash  reappropriated. 
Cash  reappropriated  is  the  cash  balance  in  the  county  basic  levy 
fund  at  the  end  of  the  preceding  school  fiscal  year.  When  deter- 
mining the  need  for  a  deficiency  levy,  OPI  assumed  the  cash 
reappropriated  for  all  counties  would  be  zero.  This  caused  reve- 
nues to  be  underestimated  and  overstated  the  deficiency. 

An  OPI  official  listed  several  reasons  for  assuming  cash 
reappropriated  of  zero.  Among  the  reasons  were  that  the  county 
treasurers  did  not  know  the  exact  amount  of  cash  reappropriated 
at  the  time  OPI  made  its  estimates;  that  excluding  cash  reappro- 
priated provided  a  "cushion"  against  shortages  caused  by  over- 
estimating other  state  revenues;  and  that  the  amount  of  cash 
reappropriated  is  immaterial  to  total  foundation  program  revenue 
bases. 

A  recent  lawsuit  brought  by  the  Montana  Taxpayers  Associa- 
tion   concerned    the   estimated    deficiency    and    resulting    tax    levy  for 
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fiscal  year  1979-80.  OPI's  estimate  of  the  deficiency  for  that  year 
was  $1,500,000,  requiring  a  statewide  property  tax  levy  of  1  mill. 
The  judgment  rendered   by  the  court  held,    in   part: 


1.  "That  OPI  had  actual  information  available  in  the  offices 
of  the  County  Treasurers  of  43  of  the  56  counties  at  the 
time  it  made  its  computation  of  the  need  for  a  deficiency 
levy  which  indicated  a  minimum  balance  of  cash  reappro- 
priated  for  fiscal   year  1980  of  $1,494,000. 

2.  That  OPI  failed,  refused,  and  neglected  to  include  in  its 
computation  cash  reappropriated  as  required  by  law,  and 
thus  failed  in  its  responsibility  to  utilize  the  best  avail- 
able data  in  making   its  computation." 


Legislation     enacted     by     the     47th     Legislature    eliminated    the 
deficiency  levy  for  financing  the  foundation   program. 
CALCULATION   OF   SCHOOL    DISTRICT    BUDGETS 

Sections  20-9-316  through  20-9-320,  MCA,  establish  schools' 
maximum  general  fund  budgets,  based  on  the  average  number 
belonging  (ANB).  We  believe  OPI's  interpretation  of  these  laws 
allows  school  districts  to  budget  amounts  in  excess  of  those  speci- 
fied. 

For  example,  section  20-9-319  (4),  MCA,  states  that  "For  a 
school  having  an  ANB  of  more  than  100  pupils,  a  maximum  of 
$1,835  shall  be  decreased  at  the  rate  of  $2.86  for  each  additional 
pupil  until  the  ANB  shall  have  reached  200  pupils."  If  a  school 
has  110  pupils,  OPI  interprets  this  statute  to  mean  that  there  are 
9  "additional  pupils"  (110  -  101  =  9)  when  in  actuality  there  are  10 
(101st  +  102nd  +  103rd  +...    110th   =  10). 

OPI  makes  the  same  interpretation  at  every  cut-off  level 
specified  in  the  statutes,  and  is  allowing  school  districts  to  budget 
amounts    exceeding    those    specified    by   the   language  of  the   law.      In 
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the  example  above,  using  OPI's  interpretation  of  the  statute,  the 
budget  would  be  $199,019.  Using  our  interpretation  of  the  statute, 
the  budget  would  be  $198,704.  Although  the  difference  in  this 
example  is  small,  when  calculated  for  all  584  Montana  school  dis- 
tricts,   it  may  be  significant. 

An  OPI  official  said  that  the  laws  have  always  been  inter- 
preted this  way  and  their  interpretation  was  the  legislature's 
intent  when  establishing  the  budgets. 

RECOMMENDATION   #7 

WE  RECOMMEND  THAT  OPI  SEEK  CLARIFICATION  OF  STAT- 
UTES PRESCRIBING  THE  METHOD  OF  CALCULATING  SCHOOL 
DISTRICTS'   MAXIMUM   GENERAL    FUND    BUDGETS. 

EXPENDITURE   ABATEMENTS   AND    RECOVERIES 

All  moneys  received  by  OPI  in  exchange  for  goods  and  ser- 
vices should  be  recorded  as  revenue.  OPI  recorded  collections 
from  the  sale  of  certain  goods  and  services  as  expenditure  abate- 
ments or  recoveries.  Abatements  and  recoveries  reduce  expendi- 
tures and   restore  spending  authority. 

OPI  received  approximately  $18,100  from  the  sale  of  books  of 
school  laws.  These  collections  were  recorded  by  reducing  the 
supply  and  material  expenditures  incurred  to  print  the  books. 
OPI  also  received  approximately  $11,500  for  computer  services 
provided  to  high  schools.  The  services  involved  developing  class 
schedules  for  students.  These  collections  were  also  recorded  by 
reducing  the  OPI    supply  and  material   expenditures. 
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The  collections  described  above  do  not  fit  the  definition  of  an 
expenditure  abatement  or  recovery.  The  Montana  Operations 
Manual  defines  abatements  as  "collections  of  amounts  erroneously 
expended"  and  recoveries  as  "collections  of  amounts  originally 
expended  as  a  convenience  to  others  and  the  amount  collected  is 
specifically  related  to  the  amount  expended."  Recording  revenue 
by  offsetting  expenditures  eliminates  the  effect  of  the  entire  trans- 
action on  the  accounting  records  and  understates  actual  revenues 
and  expenditures   reported   in  the  financial   statements. 

The  collections  recorded  as  expenditure  abatements  or  re- 
coveries by  OPI  and  their  related  expenditures  were  not  budgeted. 
In  the  future,  OPI  should  budget  for  these  revenues  and  the 
related  expenditures. 

RECOMMENDATION   #8 

WE  RECOMMEND  THAT  OPI  DISCONTINUE  OFFSETTING 
EXPENDITURES  WITH  REVENUES  RECEIVED  IN  EXCHANGE 
FOR    GOODS   AND   SERVICES. 

BUDGET   AMENDMENTS 

Section  17-8-103,  MCA,  prohibits  the  expending,  contracting, 
or  obligating  of  an  amount,  in  any  one  year,  in  excess  of  the 
legislative  appropriation  or  authorized  budget  amendment  provided 
for  such  year.  Pending  approval  of  a  budget  amendment  for  a  fully 
expended  appropriation,  OPI  reduced  expenditures  charged  against 
the  expended  appropriation  and  restored  the  related  spending 
authority.      This  enabled   OPI    to  spend   more  than   authorized. 
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For  example,  a  non-General  Fund  appropriation  was  fully 
expended  in  November.  OPI  reduced  expenditures  charged  against 
the  fully  expended  appropriation  by  $100,000  and  temporarily 
recorded  them  under  an  appropriation  with  an  unexpended  balance. 
A  budget  amendment  was  requested  and  while  awaiting  its  approval, 
OPI  continued  to  charge  expenditures  against  the  $100,000  of 
restored  spending  authority.  When  the  budget  amendment  was 
approved,  the  $100,000  in  expenditures  was  transferred  back  and 
the  accounting  records  again  showed  the  correct  amount  of  expen- 
ditures actually  charged  to  each  appropriation.  OPI,  using  the 
same  procedure,  made  subsequent  transfers  during  the  year  of 
$25,000  and  $75,000  between  these  same  two  appropriations.  This 
procedure,  in  effect,  circumvents  the  state's  budget  amendment 
process. 

OPI  accounting  personnel  said  the  expenditures  were  reduced 
to  restore  spending  authority  because  there  is  a  considerable  time 
lag  between  the  date  a  budget  amendment  is  requested  and  the 
date  it  is  approved.  They  felt  there  was  never  any  question  as  to 
whether  the  amendment  would  be  approved.  An  official  at  the 
Office  of  Budget  and  Program  Planning  agreed  that  OPI  amend- 
ments take  a  long  time  to  process.  The  reason  given  for  the  delay 
was,  when  an  OPI  amendment  is  requested,  it  is  generally  so 
complex  and  extensive  that  it  takes  considerable  time  to  analyze. 
On  occasion,  OPI  budget  amendments  have  been  returned  to  be 
resubmitted  in  a  simpler  form. 
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RECOMMENDATION   #9 

WE  RECOMMEND  THAT  OPI  DISCONTINUE  REDUCING  EXPEN- 
DITURES FROM  A  FULLY  EXPENDED  APPROPRIATION  TO 
RESTORE  SPENDING  AUTHORITY  PENDING  APPROVAL  OF  A 
BUDGET   AMENDMENT. 

REVENUE    RECOGNITION 

OPI    recorded  federal   revenues  using  the  cash   basis  of  account- 
ing,     which     recognizes     revenue     at     the     time     cash     is     received. 
According    to    generally    accepted     accounting     principles    and    state 
accounting    policy,    federal    revenues    should    be    recorded    using    the 
modified   accrual   basis  of  accounting. 

Under  the  modified  accrual  basis  of  accounting,  revenues 
must  be  accrued  when  they  are  both  measurable  and  available  to 
finance  expenditures  of  the  fiscal  period.  When  the  expenditures 
relating  to  federal  cost  reimbursable  grants  have  been  made,  but 
the  reimbursement  has  not  been  received,  the  expected  reimburse- 
ment revenue  should  be  accrued.  At  fiscal  year  end  1979-80,  OPI 
had  incurred  expenditures  relating  to  reimbursable  grants  of 
$380,035  in  the  Federal  and  Private  Grant  Clearance  Fund,  but  no 
revenue  was  accrued.  Unreimbursed  expenditures  recorded  in  the 
Federal  and  Private  Revenue  Fund  could  not  be  determined  from 
OPI     accounting     records,     but    we    believe    the    amount    is    material. 

When  federal  grants  are  received  in  advance  of  anticipated 
expenditures,  the  modified  accrual  basis  of  accounting  requires  the 
deferral  of  revenue  considered  not  earned  at  fiscal  year-end. 
"Earned"    is    defined    as    revenue    received    for    a    particular   activity 
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where  the  expense  for  the  activity  has  been  incurred  prior  to 
fiscal  year-end.  At  fiscal  year-end  1979-80,  OPI  had  not  earned 
revenues  of  $538,961  recorded  in  the  Federal  and  Private  Grant 
Clearance  Fund.  The  amount  of  unearned  revenue  in  the  Federal 
and  Private  Revenue  Fund  also  could  not  be  determined  from  OPI 
accounting   records,    but  is   believed  to  be  material. 

The  financial  statements  for  the  Federal  and  Private  Grant 
Clearance  Fund  were  adjusted  for  the  misstatements  described 
above.  Because  OPI  could  not  determine  the  necessary  adjustment 
for  the  Federal  and  Private  Revenue  Fund,  assets  and  liabilities 
are  misstated  and  our  opinion  on  the  Balance  Sheet  for  that  fund 
is  qualified. 

RECOMMENDATION   #10 

WE    RECOMMEND   THAT   OPI: 

A.  MAINTAIN   ACCOUNTING    RECORDS   THAT   ALLOW   CALCU- 
LATION   OF   ACCRUED   AND   DEFERRED    REVENUE    IN   THE 
FEDERAL   AND   PRIVATE    REVENUE    FUND. 

B.  RECORD  REVENUE  IN  ACCORDANCE  WITH  GENERALLY 
ACCEPTED  ACCOUNTING  PRINCIPLES  AND  STATE 
ACCOUNTING    POLICY. 

PRIOR   YEAR    REVENUE   AND    EXPENDITURE   ADJUSTMENTS 

Current  year  financial  activity  affecting  amounts  recorded  in 
a  prior  year  should  be  disclosed  in  the  financial  statements  as 
"Prior  Year  Adjustments."  Adjustments  to  revenues  and  expendi- 
tures recorded  under  continuing  revenue  estimates  and  appropria- 
tions   are    not   detailed    on    the   Statewide    Budgeting    and    Accounting 
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System    (SBAS).       Therefore,    the   amount    reported    in    the   financial 
statements  for  "Prior  Year  Adjustments"   must  be  calculated  manually. 

Currently,  SBAS  detail  shows  only  the  adjustments  to  reverted 
appropriations.  SBAS  should  be  modified  to  show  all  adjustments 
made  to  revenues  and  expenditures  recorded  in  a  prior  year.  If 
the  detail  was  available  from  SBAS,  agency  financial  statements 
could  be  prepared  directly  from  the  primary  accounting  records 
without  additional  manual   calculations. 

During  fiscal  years  1978-79  and  1979-80,  OPI  made  adjustments 
to  prior  year  revenues  and  expenditures  of  approximately  $140,600 
and  $575,400,    respectively. 

RECOMMENDATION   #11 

WE  RECOMMEND  THAT  THE  DEPARTMENT  OF  ADMINISTRA- 
TION MODIFY  SBAS  TO  SHOW  THE  DETAIL  OF  ALL  ADJUST- 
MENTS TO  REVENUES  AND  EXPENDITURES  RECORDED  IN  A 
PRIOR   YEAR. 

INDIRECT   COST    REIMBURSEMENTS 
Statewide  Cost  Allocation   Plan 

Management  Memo  4-80-7  requires  the  portion  of  indirect  cost 
reimbursements  attributable  to  the  Statewide  Cost  Allocation  Plan 
(SWCAP)  be  returned  to  the  General  Fund.  We  estimate  OPI 
received  indirect  cost  reimbursements  of  $34,700  due  to  SWCAP  in 
fiscal  year  1979-80.  None  of  the  reimbursements  collected  were 
returned  to  the  General    Fund. 
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Indirect  costs  are  charged  to  federal  awards  via  an  indirect 
cost  rate.  This  rate  is  the  expected  percentage  of  indirect  costs 
to  direct  costs  of  operations.  When  negotiating  the  rate,  OPI 
includes  SWCAP  costs  in  its  computations.  Therefore,  upon  receipt 
of  a  reimbursement  for  indirect  costs,  or  at  year  end,  OPI  should 
determine  the  amount  received  due  to  SWCAP  costs  and  deposit 
that  amount  in  the  state  General   Fund. 

An   estimate  of  the  amount  to  be  returned  to  the  General   Fund 
should    be   included    in   the   1984-85  budget  presented  to  the  legisla- 
ture for  approval.      The  OPI   budget  for  1982-83  has  been  established 
and   may   not   be   amended    to  include  an   indirect  cost  reimbursement 
to  the  General    Fund. 

Accounting  for   Reimbursements 

In  order  for  the  state  to  determine  the  results  of  efforts  to 
recover  indirect  costs  and  budget  for  indirect  cost  reimbursements, 
all  agencies  of  state  government  must  identify  and  account  for 
reimbursements  in  a  consistent  manner.  Therefore,  beginning 
July  1,  1979,  all  agencies  were  required  to  account  for  indirect 
costs  reimbursements  using  Revenue  Class  1701  -  Federal  Indirect 
Cost  Reimbursements.  Management  Memo  4-80-7  says  that  excep- 
tions from  the  required  use  of  Revenue  Class  1701  must  be  obtained 
in  writing  from  the  Office  of  Budget  and  Program  Planning  (OBPP). 
OPI  used  Revenue  Class  3210  -  Income  Transfers,  General,  without 
OBPP's  approval. 

Expending   Non-General   Funds   First 

Section      17-2-108,      MCA,      requires     state     agencies     to     apply 
expenditures    against    non-General     Fund    money    wherever    possible 
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before  using  a  General  Fund  appropriation.  At  fiscal  year-end 
1979-80,  OPI  had  a  cash  balance  of  $26,500  from  federal  indirect 
cost  reimbursements,  but  their  General  Fund  appropriation  for 
indirect  costs  was  fully  expended. 

Accounting  personnel  said  the  cash  balance  from  federal 
reimbursements  is  needed  to  pay  obligations  in  the  beginning  of 
the  next  fiscal  year,  since  federal  indirect  cost  reimbursements  are 
generally  not  available  until   mid-August. 

Spending  the  General  Fund  money  first  results  in  a  dollar  for 
dollar  reduction  in  the  state's  General  Fund  balance.  To  comply 
with  section  17-2-108,  federal  indirect  cost  reimbursements  should 
be  expended  before  the  General  Fund  appropriation.  If  cash  is 
needed  in  the  following  year  before  federal  funds  are  received,  an 
inter-entity  loan  from  another  fund  could   be  processed. 

RECOMMENDATION   #12 

WE    RECOMMEND   THAT   OPI: 

A.  DEPOSIT  SWCAP  INDIRECT  COST  REIMBURSEMENTS  IN 
THE   STATE   GENERAL    FUND. 

B.  ACCOUNT  FOR  INDIRECT  COST  REIMBURSEMENTS  IN 
ACCORDANCE  WITH   MANAGEMENT   MEMO   4-80-7. 

C.  COMPLY  WITH  SECTION  17-2-108,  MCA,  AND  APPLY 
EXPENDITURES  AGAINST  FEDERAL  INDIRECT  COST 
REIMBURSEMENTS  BEFORE  USING  THE  GENERAL  FUND 
APPROPRIATION. 
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INTER-ENTITY   TRANSFERS 

OPI  is  required,  by  law,  to  transfer  any  unencumbered  funds 
remaining  in  the  equalization  account  at  fiscal  year-end  to  the 
permissive  account.  As  discussed  in  the  following  paragraphs, 
OPI's  method  of  recording  this  transfer  overstated  revenues  and 
expenditures  recorded  on  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  by  $2,553,000  and  $683,000  for  fiscal  years  1978-79 
and   1979-80,    respectively. 

Collections  earmarked  for  state  equalization  aid  distributions 
are  recorded  as  revenue  in  the  equalization  account  when  they  are 
initially  received.  When  OPI  transfers  the  unencumbered  year-end 
balance  of  collections  from  the  equalization  account,  the  amount 
transferred  is  recorded  as  revenue  again  in  the  permissive  account. 
Both  the  equalization  account  and  the  permissive  account  are  in 
the  Earmarked  Revenue  Fund  (ERF).  Consequently,  revenues 
reported  for  the  ERF  are  overstated  each  year  by  the  amount  of 
the  transfer. 

In  the  equalization  account,  OPI  records  the  transfer  as  an 
expenditure,  using  the  object,  "distributions  to  school  districts." 
When  the  amount  that  was  transferred  is  actually  distributed  to 
schools  from  the  permissive  account,  it  will  be  recorded  as  an 
expenditure  again. 

The  Montana  Operations  Manual  defines  revenues  and  expendi- 
tures as  amounts  collected  or  expended  to  support  state  operations. 
Transfers  between  accounting  entities  do  not  fit  these  definitions. 
To    record    them    as    such    misstates    the    results    of    operations    and 
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misleads  report  users.  Accounting  personnel  said  that  the  trans- 
fers are  recorded  as  revenues  and  expenditures  because  a  more 
appropriate  account  is   not  available  on   SBAS. 

The  financial  statements  presented  in  this  report  have  been 
adjusted  for  the  above  misstatements. 

RECOMMENDATION   #13 

WE  RECOMMEND  THAT  OPI  WORK  WITH  THE  DEPARTMENT 
OF  ADMINISTRATION,  ACCOUNTING  DIVISION,  TO  ESTAB- 
LISH THE  PROPER  ACCOUNTS  FOR  RECORDING  THE  RE- 
QUIRED   INTER-ENTITY   TRANSFERS   ON   SBAS. 

ACCOUNTS    RECEIVABLE 

Accounting  records  should  be  reviewed  periodically  to  deter- 
mine the  collectibility  of  accounts  receivable.  Procedures  should 
include  efforts  to  collect  valid    receivables   promptly. 

Our  review  of  OPI  receivables  revealed  account  balances  of 
$1,084  in  the  General  Fund  and  $2,155  in  the  Federal  and  Private 
Revenue  Fund  that  are  as  much  as  four  years  old.  The  majority 
of  these  receivables  are  due  from  the  federal  government  for  reim- 
bursement of  employees'  travel  expenses.  OPI  accounting  person- 
nel told  us  amounts  due  prior  to  fiscal  year  1978-79  were  probably 
no  longer  collectible.  It  is  possible  that  some  of  the  receivables 
were  collected,  but  the  collections  were  not  recorded  as  a  reduction 
of  the  receivable  balance. 

There  are  also  negative  account  receivable  balances  of  at  least 
$750    on    the    OPI    accounting    records.       Negative    balances    resulted 
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when    actual   reimbursements  exceeded  the  amount  established   in  the 
accounting   records  as   receivable.    To  record  the  collections,   accounts 
receivable   were    reduced   by  the  amount  collected.      This   resulted   in 
a   negative   balance,    understating   receivables   reported   in  the  finan- 
cial  statements. 

To  properly  reflect  its  financial  position,  the  office  should 
periodically  review  account  balances  for  age  and  validity.  Old 
receivables  considered  uncollectible  should  be  referred  to  the 
Department  of  Revenue  and  appropriate  adjustments  should  be 
made  to  correct  negative  balances. 

RECOMMENDATION   #14 

WE    RECOMMEND   THAT   OPI: 

A.  ESTABLISH      PROCEDURES      TO      ENSURE      THE      PROMPT 
COLLECTION   OF   ACCOUNTS    RECEIVABLE. 

B.  PERIODICALLY      REVIEW     ACCOUNT     RECEIVABLE     BAL- 
ANCES   FOR   AGE   AND   VALIDITY. 

CONTRACTED   SERVICES 

OPI  contracts  with  persons  to  determine  the  need  for  a  par- 
ticular service  before  hiring,  or  to  avoid  a  hire-layoff  cycle  for 
the  performance  of  seasonal  or  temporary  services.  We  reviewed  a 
sample  of  ten  OPI  personal  service  contracts  in  effect  during  our 
audit  period.  We  question  OPI's  classification  of  six  of  the  ten 
individuals     as     independent    contractors,     rather     than    employees. 

The  contract  period  is  not  a  factor  in  determining  whether  an 
individual  is  an  employee  or  an  independent  contractor.  The  legis- 
lature   has    set    forth    the    definition    of    an    independent    contractor 
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under  the  employment  insurance  and  workers'  compensation  laws  of 
Montana.  Under  the  unemployment  insurance  law,  an  independent 
contractor     is    defined     in     section     39-51-203(4),     MCA,     as    follows: 


(a)  such  individual  has  been  and  will  continue  to  be  free 
from  control  or  direction  over  the  performance  of  such 
services,    both   under  his  contract  and   in  fact; 

(b)  such  service  is  either  outside  the  usual  course  of  the 
business  for  which  such  service  is  performed  or  that 
such  service  is  performed  outside  of  all  the  places  of 
business  of  the  enterprise  for  which  such  service  is 
performed;    and 

(c)  such  individual  is  customarily  engaged  in  an  indepen- 
dently established  trade,  occupation,  profession,  or 
business. 


These  criteria,  known  as  the  "ABC  test,"  are  used  by  the  Montana 
Department  of  Labor  and  Industry  in  advising  the  public  and  in 
determining  whether  to  accept  a  relationship  as  employer-employee 
or  an   independent  contractor. 

An  employer-employee  relationship  exists  if  any  one  of  the 
above  criteria  does  not  apply.  Of  the  six  contracts  we  question, 
one  individual  is  now  employed  by  OPI  in  a  full-time  position, 
performing  tasks  identical  to  those  he  was  originally  contracted  to 
perform.  The  other  five  persons  were  contracted  as  consultants 
for  federal  programs  administered  by  OPI.  The  federal  programs 
and  consulting  services  are  part  of  OPI's  usual  course  of  business. 
In  each  of  the  six  cases,   criteria   (b)  above  was  not  met. 

Persons  should  be  considered  independent  contractors  only 
when  they  meet  the  criteria  in  section  39-51-203(4),  MCA.  If  the 
"ABC  Test"   cannot  be  applied  conclusively,   the  office  should  consult 
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the  Department  of  Labor  and  Industry.  To  further  assure  the 
legality  of  classifying  an  individual  as  contracted,  Management 
Memo  4-80-4,  issued  August  1980,  requires  that  each  personal 
service  contract  be  approved  by  a   lawyer  for  the  agency. 

RECOMMENDATION   #15 

WE  RECOMMEND  OPI  CLASSIFY  PERSONS  AS  INDEPENDENT 
CONTRACTORS  ONLY  WHEN  THEY  MEET  THE  CRITERIA  SET 
FORTH    IN   STATE    LAW. 

DATA   PROCESSING   SYSTEM   FOR   STATE    EQUALIZATION   AID 

The  data  processing  systems  for  estimation  and  distribution  of 
state  equalization  aid  are  not  adequately  documented. 

OPI  uses  computer  applications  for  estimating  the  state  and 
county  shares  of  equalization  aid  and  computing  state  equalization 
aid  distributions.  The  two  computer  applications  used  during  our 
audit  period  were  written  in  the  1960's.  Because  the  applications 
were  not  documented,  we  could  not  review  them  and  rely  on  their 
functions  in  our  review  of  state  equalization  aid. 

OPI  has  purchased  a  new  computer  and  is  presently  convert- 
ing programs  for  compatability  with  the  new  system.  The  office 
should  establish  documentation  standards  which  will  ensure  that 
the  new  computer  applications  are  documented  and  that  such  docu- 
mentation  is  updated  when   programs  are  modified. 


43 


RECOMMENDATION   #16 

WE  RECOMMEND  THAT  OPI  ESTABLISH  DOCUMENTATION 
STANDARDS  TO  ENSURE  THAT  NEW  COMPUTER  APPLICA- 
TIONS ARE  ADEQUATELY  DOCUMENTED  AND  UPDATED  FOR 
MODIFICATIONS. 

COMPLIANCE   WITH    FEDERAL    LAW  AND    REGULATIONS 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
requirements  in  the  U.S.  Office  of  Management  and  Budget,  Circu- 
lar A-102,  Attachment  P.  This  circular  provides  for  audits  of 
financial  operations,  including  compliance  with  certain  provisions  of 
federal   law  and   regulations. 

Our  tests  of  compliance  were  performed  on  a  sample  of  federal 
grants  received  by  OPI.  For  the  grants  tested,  we  found  the 
office  in  substantial  compliance  with  the  terms  of  agreements  and 
those  provisions  of  federal  law  and  regulations  that  could  have  a 
material  effect  on  the  financial  statements  and  reports.  None  of 
the  items  tested   resulted   in  questioned  costs. 

Instances    of    non-compliance    for    tested    items    are    discussed 
below.       Nothing     came    to    our    attention    indicating    possible    non- 
compliance in  items  not  tested. 
Matching   Requirements 

Four  of  the  federal  grants  we  tested  required  the  state  to 
match  a  share  of  expenditures.  Because  of  the  office's  accounting 
methods,  we  were  unable  to  make  a  conclusive  determination  of 
compliance  in  this  area.  Following  is  a  description  of  the  various 
problems  encountered  when  we  attempted  to  determine  compliance 
with   matching   requirements  for  grants   in  our  sample. 
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One     grant     required     that     support     service     expenditures     be 
matched    with    state  money  on   a   program   basis.      OPI    spent  approxi- 
mately $74,500  in  federal  moneys  on  three  support  service  programs, 
but    had    no    documentation    of    how    the    matching    requirements    for 
each  program  were  met. 

Accounting  personnel  said  one  program  was  matched  with 
state  moneys  spent  by  other  agencies.  We  verified  that  the  other 
agencies  spent  state  moneys  on  the  program,  but  we  have  no 
assurance  that  the  funds  qualify  as  match  for  the  funds  spent  by 
OPI.  For  example,  they  cannot  be  claimed  as  match  by  OPI  if  the 
other  agencies  are  also  claiming  these  expenditures  as  match  for 
their  own  federally  funded  programs. 

Another  support  service  program  spent  $20,710  in  federal 
funds.  Accounting  personnel  told  us  a  consultant's  salary,  paid 
from  state  General  Fund  moneys,  would  qualify  as  the  match  for 
the  program.  When  we  attempted  to  verify  this,  we  found  the 
consultant  only  worked  with  those  federal  funds  about  5  percent  of 
the  time. 

A  Vocational-Education  (VO-ED)  grant  in  our  sample  had 
matching  requirements  for  administrative  expenditures  paid  from 
grant  funds.  OPI  accounting  personnel  prepared  a  schedule  to 
show  how  these  matching  requirements  were  met.  The  match 
claimed  included  10  percent  of  state  funds  spent  in  support  of  the 
audio-visual  library  and  20  percent  of  state  funds  spent  for  the 
Chief  State  School  Officer's  program.  There  was  no  supporting 
documentation    showing     how    the    percentages    for    allocating    these 
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funds  were  derived.  Accounting  personnel  told  us  that  the  alloca- 
tion of  audio-visual  library  expenditures  was  based  on  one  em- 
ployee's personal  estimate  of  the  number  of  VO-ED  related  films 
maintained  by  the  library  and  was  not  supported  by  documenta- 
tion. The  allocation  of  Superintendent's  expenditures  was  based 
on  the  premise  that  OPI  has  five  major  programs.  Expenditures 
for  the  Chief  State  School  Officer's  program  are  also  used  to  match 
other  federal  grants.  Federal  regulations  require  documentation  to 
support  the  distribution  of  any  joint  costs  related  to  grant  pro- 
grams. 

For  two  of  the  grants  we  tested,  compliance  with  matching 
requirements  could  only  be  determined  from  handkept  records. 
The  handkept  records  for  one  grant  were  accidently  thrown  away. 
Accounting  personnel  explained  where  the  matching  expenditures 
were  recorded  on  SBAS,  but  they  are  included  with  other  expen- 
ditures and  could   not  be  identified. 

In  order  for  state  match  to  be  audited  for  compliance  with 
federal  regulations,  it  must  be  accounted  for  on  a  project  or  grant 
basis.  State  matching  funds  must  be  identifiable  to  a  particular 
grant  from  the  accounting  records.  If  they  are  not,  we  have  no 
assurance  that  the  same  expenditure  of  state  moneys  was  not 
considered  match  for  two  different  grants  or  recovered  as  an 
indirect  cost.  Unless  a  conclusive  determination  of  OPI's  compli- 
ance with  matching  requirements  can  be  made  in  the  future,  the 
office's  future  federal  funding  may  be  in  jeopardy. 
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RECOMMENDATION   #17 

WE  RECOMMEND  THAT  OPI  ACCOUNT  FOR  STATE  MATCH 
IN  A  MANNER  WHICH  WILL  IDENTIFY  THE  EXPENDITURES 
WITH  THE  PARTICULAR  FEDERAL  FUNDS  THEY  MATCH  AND 
ALLOW  A  DETERMINATION  OF  COMPLIANCE  WITH  FEDERAL 
MATCHING    REQUIREMENTS. 

Federal    Reports 

One  objective  of  our  review  of  federal  grants  was  to  deter- 
mine whether  financial  reports  to  the  federal  government  contained 
accurate  and  reliable  information  and  were  submitted  when  due. 
As  part  of  our  audit  procedures  to  accomplish  this  objective,  we 
reviewed  the  accountability  report  on  Vocational-Education  (VO-ED) 
funding  for  fiscal  year  1978-79.  We  found  that  expenditures 
reported  did  not  agree  to  expenditures  recorded  in  the  accounting 
records. 

For  example,  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  reports  OPI  expenditures  for  distribution  of  VO-ED  funds 
to  local  education  agencies  of  $1,974,575.  The  accountability 
report  shows  distributions  of  $1,779,654,  a  difference  of  $194,921. 
An  OPI  official  said  the  difference  may  be  the  result  of  basing 
some  figures  in  the  report  on  projections  instead  of  actual  expendi- 
tures. He  could  not  tell  us  which  amounts  were  projected  or  the 
basis  for  the  projections. 

The  accountability  report  on  VO-ED  moneys  is  prepared  to 
show,  in  detail,  how  OPI  complied  with  federal  minimum  percentage, 
matching    and    maintenance  of  effort  requirements.      A   reader  cannot 
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be  assured  of  compliance  with  these  requirements   if  amounts   reported 
do  not  agree  to  the  accounting   records  of  amounts  actually  expended. 
For     full     disclosure,     the     report     should     indicate     which     amounts 
reported  differ  from  the  accounting   records. 

Final  reports  are  due  to  the  federal  government  ninety  days 
after  the  completion  or  termination  of  federal  support.  The  final 
report  on  Education  of  the  Handicapped  Act  (EHA)  Part  B  funds 
for  the  federal  fiscal  year  ended  September  30,  1980  had  not  been 
submitted  as  of  January  14,  1981.  OPI  accounting  personnel  said 
that  the  report  was  being  held  up  pending  receipt  of  the  December 
1980  child  count.  Federal  regulations  state,  "Justified  requests 
from  individual  state  agencies  for  extension  of  reporting  due  dates 
will  be  approved  whenever  feasible."  OPI  did  not  submit  a  written 
request  for  an  extension  of  the  report's  due  date. 

RECOMMENDATION   #18 

WE    RECOMMEND   THAT   OPI: 

A.  REPORT  ACTUAL  FINANCIAL  RESULTS  IN  REPORTS  TO 
THE  FEDERAL  GOVERNMENT,  OR  FULLY  DISCLOSE  ANY 
DIFFERENCES  BETWEEN  AMOUNTS  REPORTED  AND  THE 
ACCOUNTING   RECORDS. 

B.  SUBMIT  REPORTS  WHEN  DUE  OR,  WHEN  JUSTIFIED, 
REQUEST  WRITTEN  AUTHORIZATION  FOR  EXTENSION 
OF    REPORT   DUE    DATES. 
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Retention  of   Records 

Federal  regulations  require  recipients  of  federal  funds  to  keep 
intact  and  accessible  records  relating  to  the  receipt  and  expendi- 
ture of  federal  funds.  OPI  did  not  retain  all  records  relating  to 
their  distribution  of  federal  funds  received  from  Part  B  of  the 
Education  of  the  Handicapped  Act  (EHA). 

EHA  Part  B  moneys  are  distributed  to  local  education  agencies 
(LEA)  based  upon  the  number  of  handicapped  children  in  atten- 
dance who  are  receiving  special  education.  A  December  child 
count  by  all  LEA's  is  used  to  calculate  EHA  Part  B  entitlements  for 
the  following  year.  OPI  often  combines  the  child  counts  for  small 
LEA's  into  "co-ops"  in  order  to  meet  eligibility  requirements.  Only 
LEA's  which  apply  to  OPI    receive  funds. 

We  determined  that  OPI  distributed  EHA  Part  B  moneys  for 
the  federal  fiscal  year  ended  September  30,  1980  in  accordance 
with  the  formula  prescribed  by  the  Office  of  Education.  However, 
we  could  not  determine  the  reasonableness  of  amounts  distributed 
to  individual  LEA's  because  records  of  child  counts  used  for  the 
distributions  were  not  retained. 

The  Code  of  Federal  Regulations  (CFR),  Title  45,  Part  100 
and  477,  requires  that  records  relating  to  the  expenditure  of 
federal  funds  be  retained  for  a  period  of  three  years.  In  addition, 
the  state's  records  retention  policy  requires  an  agency  to  get 
permission   before  disposing  of  records. 
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RECOMMENDATION   #19 

WE  RECOMMEND  THAT  OPI  RETAIN  RECORDS  RELATING  TO 
THE  RECEIPT  AND  EXPENDITURE  OF  FEDERAL  FUNDS  IN 
ACCORDANCE  WITH  FEDERAL  REGULATIONS  AND  STATE 
RECORDS   RETENTION    REQUIREMENTS. 

Audits  of  Local    Education  Agencies 

The  Office  of  Management  and  Budget  (OMB),  Circular  A-102, 
Attachment  P,  became  effective  October  22,  1979.  The  circular 
states,  "Recipients  (of  federal  assistance)  shall  require  subrecip- 
ients  that  are  state  and  local  governments  or  Indian  tribal  govern- 
ments to  adopt  the  (audit)  requirements  in  (Circular  A-102,  Attach- 
ment P)."  OPI  is  also  responsible  for  ensuring  that  audit  reports 
for  subrecipients  are  received  as  required  and  made  available  to 
Montana's  cognizant  federal   agency. 

Local  government  agencies  that  are  subrecipients  of  OPI 
federal  assistance  are  audited  by  the  Local  Government  Services 
Unit  of  the  Department  of  Community  Affairs  (DCA),  or  a  public 
accounting  firm  under  contract  with  DCA.  A  DCA  official  told  us 
they  do  not  presently  perform  audits  in  accordance  with  OMB 
Circular  A-102,  Attachment  P,  or  require  that  contracted  audits 
conform  with  the  attachment.  DCA  is,  however,  working  towards 
the  implementation  of  Attachment  P  audit  requirements. 

Although  DCA  has  audit  responsibility,  the  local  government 
agencies  are  responsible  for  ensuring  that  their  audit  meets  the 
requirements  of  grantors.  Therefore,  OPI  should  require  each 
subrecipient    of    federal    funds    to    obtain    audits    in    accordance   with 
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the  requirements  in  Circular  A-102,  Attachment  P.  Failure  to 
comply  with  OMB  requirements  could  be  a  basis  for  future  denial 
of  federal  funds. 

RECOMMENDATION   #20 

WE     RECOMMEND     THAT     OPI      REQUIRE     SUBRECI  PI  ENTS     TO 
ADOPT   THE   AUDIT    REQUIREMENTS    IN   OMB   CIRCULAR   A-102, 
ATTACHMENT   P. 

INTERNAL   CONTROL 

As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  office's  system  of  internal  accounting  control  to  establish  a 
basis  for  reliance  thereon  in  determining  the  nature,  timing,  and 
extent  of  other  auditing  procedures  necessary  for  expressing  an 
opinion  on  the  financial  statements  and  to  assist  in  planning  and 
performing  our  examination  of  the  financial   statements. 

The  objective  of  internal  accounting  control  is  to  provide 
reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition  and  the 
reliability  of  financial  records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets.  The  concept  of  reason- 
able assurance  recognizes  that  the  cost  of  a  system  of  internal 
accounting  control  should  not  exceed  the  benefits  derived  and  also 
recognizes  that  the  evaluation  of  these  factors  necessarily  requires 
estimates  and  judgments  by  management. 

Our  study  and  evaluation  of  the  office's  system  of  internal 
accounting    control    for    fiscal    years    1978-79   and    1979-80   would    not 
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necessarily  disclose  all  weaknesses  in  the  system  because  it  was 
based  upon  selected  tests  of  accounting  records  and  related  data. 
Our  tests  disclosed  no  material  weaknesses  in  internal  control. 
However,  those  internal  control  weaknesses  identified  during  the 
audit  which  warrant  management's  attention  are  described  in  vari- 
ous sections  of  this  report. 
PRIOR   AUDIT    RECOMMENDATIONS 

The  last  audit  of  OPI  was  performed  by  a  public  accounting 
firm  under  contract  with  our  office  for  the  fiscal  year  ended 
June  30,    1978. 

That  report  contained  four  recommendations  directed  to  OPI. 
The  office  concurred  with  and  implemented  all  four  of  the  recom- 
mendations. 
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AUDITOR'S    REPORT  AND   FINANCIAL  STATEMENTS 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JOHNW.  NORTHEY 
JAMES  H.  GILLETT,  C.P.A.  STAFF  LEGAL  counsel 

ACTING  LEGISLATIVE  AUDITOR 

The   Legislative  Audit  Committee  of 
the  Montana  State   Legislature: 

We  have  examined  the  Combined  Balance  Sheet  of  the  various 
funds  of  the  Office  of  Public  Instruction  as  of  June  30,  1980,  and 
the  related  Combined  Statements  of  Revenues,  Expenditures  and 
Changes  in  Fund  Balance  -  Budget  and  Actual  and  Combined 
Statements  of  Revenues,  Expenditures,  and  Changes  in  Fund 
Balance  for  the  fiscal  years  ended  June  30,  1979  and  June  30, 
1980.  Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards,  Standards  for  Audit  of  Governmental 
Organizations,  Programs,  Activities,  and  Functions,  and  the  Guide- 
lines for  Financial  Compliance  Audits  of  Federally  Assisted  Programs 
and,  accordingly,  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances. 

The  Office  of  Public  Instruction  does  not  maintain  accounting 
control  of  its  general  fixed  assets  and,  accordingly,  a  statement  of 
general  fixed  assets,  required  by  generally  accepted  accounting 
principles,    is  not  included   in  the  accompanying   financial   statements. 

The  Office  of  Public  Instruction  recognizes  grants  from  the 
federal  government  using  the  cash  basis  of  accounting.  The  State 
of  Montana  utilizes  the  modified  accrual  basis  of  accounting.  The 
office's  use  of  the  cash  basis  was  not  in  accordance  with  generally 
accepted    accounting    principles    and    resulted    in    the    understatement 
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of  both  receivables  from  and  payables  to  the  federal  government  in 
the  Federal  and  Private  Revenue  Fund.  The  understatements 
affect  the  assets  and  liabilities  reported  on  the  Balance  Sheet  of 
the  Federal  and  Private  Revenue  Fund.  The  amounts  of  the  mis- 
statements are  not  reasonably  determinable,  but  we  believe  they 
are  material. 

In  our  opinion,  except  for  the  effect  of  the  matter  discussed 
in  paragraph  three,  the  financial  statements  referred  to  above 
present  fairly  the  financial  position  of  such  funds  of  the  Office  of 
Public  Instruction  as  of  June  30,  1980,  and  the  results  of  operations 
and  changes  in  fund  balance  of  such  funds  for  the  two  fiscal  years 
then  ended,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  consistent  basis. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedule  of  Federal  Grant  Income  and  Disbursements, 
and  the  items  titled  "Total  -  (Memorandum  Only)"  on  the  Combined 
Balance  Sheet  are  presented  as  supplemental  information.  This 
information  has  been  subjected  to  the  tests  and  other  auditing 
procedures  applied  in  our  examination  of  the  financial  statements 
and,  except  for  the  matter  noted  in  paragraph  three,  in  our 
opinion  is  fairly  stated  in  all  material  respects  in  relation  to  the 
financial   statements  taken   as  a  whole. 


Respectfully  submitted, 

James   H.    Gillett,    CPA 
Acting    Legislative  Auditor 


March   3,    1981 
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OFFICE  OF  PUBLIC  INSTRUCTION 
COMBINED  BALANCE  SHEET  -  ALL  FUND  TYPES 
JUNE  30,  1980 


Governmental  Fund  Types 


Fiduciary  Fund  Types 


ASSETS 
Cash 

Deferred  Accounts  Receivable 
Transfers  to  STIP  -  Principal 
Expense  Advances  to  Employees 
Federal  Cost  Reimbursement 

Receivables 
Assets  Available  to  Pay  Accrued 

Expenditures  and  Payables 


Spi 

scial  Revenue  Funds 

Trust  and  Agen 

Federal  and 

Private  Grant 

Clearance  Fund 

cy 

Funds 

Agency 
Fund 

Combi 
(M< 

Genera] 
Fund 

Earmarked 
Revenue 
Fund 

Federal  and 
Private  Revenue 
Fund 

Revolving 
Fund 

Lned  Totals 
;morandum 
Only) 

$   -0- 
7,748 
-0- 
-0- 

$12,916,537 
-0- 
-0- 
-0- 

$195,639 
8,256 
-0- 
-0- 

$106,855 
7,467 
-0- 
1,274 

$608,381 
-0- 
-0- 
-0- 

$  1,167 
-0- 
8,855 
-0- 

$13,828,579 

23,471 

8,855 

1,274 

380,034 

380,034 

253,481 

253,481 

TOTAL  ASSETS 


$261,229 


$12,916,537 


$203,895 


$115,596 


$988,415 


$10,022 


$14,495,694 


LIABILITIES 

Accounts  Payable  $      8 

Accrued  Expenditures  253,473 

Receipts  Collected  in  Advance 


$     -0- 

1,492 


$    425 
258,549 


$   -0- 
25,639 


$   -0- 
449,455 
538,960 


$  -0- 
-0- 


$  433 
988,608 
538,960 


TOTAL  LIABILITIES 


253,481 


1,492 


258,974 


25,639 


988,415 


-0- 


1,528,001 


RESERVES  AND  FUND  BALANCE 
Reserve  for  Deferred  Accounts 

Receivable 
Fund  Balance 

Total  Reserves  and 

Fund  Balance 

TOTAL  LIABILITIES,  RESERVES,  AND 
FUND  BALANCE 


7,748 
-0- 

-0- 
12,915,045 

12,915,045 
$12,916,537 

8,256 
(63,335) 

(55,079) 
$203,895 

7,467 
82,490 

89,957 
$115,596 

-0- 

-0- 

-0- 
10,022 

10,022 
$10,022 

23,471 
12,944,222 

7,748 

-0- 

12,967,693 

$261,229 

$988,415 

$14,495,694 

The  accompanying  notes  are  an  integral  part  of  this  statement. 
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UlTiCE  UF  PUBLIC  INSTRUCTION 

combint:d  statement  of  revenues,  expenditures,  and 

changes  in  fund  balance  -  budget  and  actual-  governmental  fund  types 

for  the  fiscal  year  ended  june  30,  1980 


Governmental  Fund  Types 


REVENUES: 

Licenses  &  Permits 

Taxes 

Service  Fees 

Fines 

Reimbursements 

Sale  of  Documents,  Merchandise, 

&  Property 
Grants,  Gifts,  Bequests, 

Donations 
Income  Collections 

and  Transfers 
Federal  Assistance 

Total  Revenues 

EXPENDITURES: 

Chief  State  School  Officer 
Distribution  to  Public  Schools 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUE 
OVER  (UNDER)  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Interfund  Transfers 
Transfers  From  Other  Agencies 
Support  (to)  from  the 
General  Fund 

EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1979 

FUND  BALANCE,  JUNE  30,  1980 


2,000 


General  Fund 

Special  Revenue 

Funds 

Earmarked  Revenue 

Fund 

Budget 

49,000 
-0- 

Actual 

$     50,387 
46 

Variance 
Favorable 
(Unfavorable) 

$   1,387 
46 

Budget 

$  7,405,000 
170,000 
871,000 

Actual 

$  5,804,651 
-0- 
895,308 

Variance 
Favorable 
(Unfavorable) 

$(1,600,349) 
(170,000) 
24,308 
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(1,946) 


582,852 

9,949,621 

9,366,769 

2,500,000 

5,146,239 
21,795,819 

56,643 

2,646,239 

51,000 

50,487 

(513) 
3,086 

11,528,852 
56,773 

10,266,967 

1,560,790 

1  ,557,704 

130 

47,659,863 

46,813.761 

846,102 

90,147,731 

84,988,453 

5,159,278 

49,220,653 

48,371,465 

849,188 

90,204,504 

85,045,096 

5,159,408 

(49,169,653) 

(48,320,978) 

848,675 

(78,675,652) 

(63,249,277) 

15,426,375 

9,510 

9,510 

-0- 

(782) 

(782) 

-0- 

71,342,688 

71,342,688 

-0- 

49,160,143 

48,311,468 

(848,675) 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

$ 

-0- 

$ 

-0- 

$   -0- 

(7,333,746) 
4,822,416 


8,092,629 
4,822,416 


15,426,375 
-0- 


$(2,511,330)     $12,915,045     $15,426,375 


The  accompanying  notes  are  an  integral  part  of  this  statement. 
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OFFICE  OF  PI1  BLIC  INSTRUCTION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL-  GOVERNMENTAL  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1980 

(Continued) 


Governmental  Fund  Types 


Special  Revenue  Funds 


Federal  and  Private  Revenue  Fund 


Budget 


Actual 


Variance 
Favorable 
(Unfavorable) 


Budget 


Revolving  Fund 


Actual 


Variance 
Favorable 
(Unfavorable ) 


REVENUES : 

Licenses  &  Permits 

Taxes 

Service  Fees 

Fines 

Reimbursements 

Sale  of  Documents,  Merchandise, 

&  Property 
Grants,  Gifts,  Bequests, 

Donations 
Income  Collections 

and  Transfers 
Federal  Assistance 

Total  Revenues 

EXPENDITURES: 

Chief  State  School  Officer 
Distribution  to  Public  Schools 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUE 
OVER  (UNDER)  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Interfund  Transfers 
Transfers  From  Other  Agencies 
Support  (to)  from  the 
General  Fund 

EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1979 

FUND  BALANCE,  JUNE  30,  1980 


570,956 

(102,825) 

$   468,131 


39,490 
(102,825) 


(531,466) 
-0- 


$   250,086 

192,500 

30,000 


$   (63,335)     $  (531,466) 


(306,142) 
156,144 
$  (149,998) 


$179,493 

251,187 

20,020 


(73,654) 
156,144 
$  82,490 


$(70,593) 
58,687 
(9,980) 


$      -0- 

$     10,502 

$    10,502 

2,000,000 

67,555 

(1,932,445) 

350,000 

415,460 

65,460 

2,469,965 

2,583,189 
2,661,246 

113.224 
(1  ,808,719) 

4,469,965 

822,586 

866,160 

43,574 

2,753,829 

2,593,135 

160,694 

1,135,742 

946,828 

188,914 

10,483,328 

9,366,769 
11,959,904 

1,116,559 
1,277,253 

13,237,157 

1,135,742 

946,828 

188,914 

(8,767,192) 

(9,298,658) 

(531,466) 

(313,156) 

(80,668) 

232,488 

(13,121) 

(13,121) 

-0- 

11,103 

11,103 

-0- 

(15,500) 

(15,500) 

-0- 

(4,089) 

(4,089) 

-0- 

9,366,769 

9,366,769 

-0- 

-0- 

232,488 
-0- 
$232,488 


The  accompanying  notes  are  an  integral  part  of  this  statement 
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OFFICE  OF  PUBLIC  INSTRUCTION 
COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 
CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL  -  GOVERNMENTAL  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1979 


Governmental  Fund  Types 


REVENUES: 

Licenses  &  Permits 

Taxes 

Service  Fees 

Fines 

Reimbursements 

Sale  of  Documents,  Merchandise, 

&  Property 
Miscellaneous 
Grants,  Gifts,  Bequests, 

Donations 
Investment  Earnings 
Income  Collections 

and  Transfers 
Federal  Assistance 

Total  Revenues 

EXPENDITURES: 

Chief  State  School  Officer 
Distribution  to  Public  Schools 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUE 
OVER  (UNDER)  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Interfund  Transfers 
Transfers  From  Other  Agencies 
Support  (to)  from  the 
General  Fund 

EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1978 

FUND  BALANCE,  JUNE  30,  1979 


Budget 
$    49,000 


2,000 
-0- 


General  Fund 


Special  Revenue  Funds 


Earmarked  Revenue  Fund 


Actual 

$    48,312 
39 


224 
36 


Variance 
Favorable 
(Unfavorable) 


$(    688) 
39 


Budget 


65,000 

6,802,000 

170,000 

865,000 


Actual 


65,619 
7,990,575 
-0- 
852,443 


(1,776) 
36 


-0- 

-0- 

-0- 
-0- 

-0- 
-0- 

$ 

-0- 

$ 

-0- 

$ 

-0- 

(27,460,405) 
1,451,353 


3,371,063 
1,451,353 


Variance 
Favorable 
(Unfavorable) 


619 
1,188,575 
(170,000) 
(12,557) 


-0- 

447,266 

447,266 

-0- 

19,321,686 

19,321,686 

2,365,293 
10,267,293 

4,701,657 
33,379,246 

2,336,364 

51,000 

48,611 

(2,389) 

23,111,953 

1,398,465 

1,395,954 

2,511 

51,613 

49,727 

1,886 

45,999,693 

45,506,317 

493,376 

102,473,513 

94,755,884 

7,717,629 

47,398,158 

46,902,271 

495,887 

102,525,126 

94,805,611 

7,719,515 

(47,347,158) 

(46,853,660) 

493,498 

(92,257,833) 

(61,426,365) 

30,831,468 

(  6,635) 

(6,635) 

-0- 

95,277 

95,277 

-0- 

64,702,151 

64,702,151 

-0- 

47,353,793 

46,860,295 

(493,498) 

30,831,468 
-0- 


$(26,009,052)    $   4,822,416    $30,831,468 


The  accompanying  notes  are  an  integral  part  of  this  statement, 
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REVENUES : 

Licenses  &  Permits 

Taxes 

Service  Fees 

Fines 

Reimbursements 

Sale  of  Documents,  Merchandise, 

&  Property 
Grants,  Gifts,  Bequests, 

Donations 
Income  Collections 

and  Transfers 
Federal  Assistance 

Total  Revenues 

EXPENDITURES: 

Chief  State  School  Officer 
Distribution  to  Public  Schools 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUE 
OVER  (UNDER)  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Interfund  Transfers 
Transfers  From  Other  Agencies 
Support  (to)  from  the 
General  Fund 

EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1978 

FUND  BALANCE,  JUNE  30,  1979 


OFFICE  OF  PUBLIC  INSTRUCTION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL  -  GOVERNMENTAL  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1979 

(Continued) 

Governmental  Fund  Types 

Special  Revenue  Funds 


Federal  and  Private  Revenue  Fund 


Budget 


Actual 


-0- 

3,260,698 
3,260,698 


2,607,041 
9,596,289 

12,203,330 


$     6,000 

2,207,051 
2,213,051 


2,312,563 
8,311,686 

10,624,249 


(8,942,632)     (8,411,198) 


Variance 
Favorable 
(Unfavorable) 


$    6,000 

(1,053,647) 
(1,047,647) 

294,478 
1,284,603 

1,579,081 
531,434 


(796) 
(5) 
8,311 ,686 

(796) 
(5) 
8,311,686 

-0- 
-0- 
-0- 

(631,747) 
(2,512) 

(100,313) 

(2,512) 

$   (102,825) 

531,434 
-0- 

$ 

(634,259) 

$   531,434 

Budget 


$170,100 
198,500 


390,000 


(166,029) 

146,139 
$(19,890) 


Revolving  Fund 


Actual 


$208,854 
230,142 


410,010 


10,005 


146,139 


$156,144 


Variance 
Favorable 
(Unfavorable) 


$  38,754 
31,642 


20,010 


758,600 

849,006 

90,406 

914,985 

844,357 

70,628 

15,000 

-0- 

15,000 

929,985 

844,357 

85,628 

(171,385) 

4,649 

176,034 

2,307 

2,307 

-0- 

3,049 

3,049 

176,034 
-0- 
$176,034 


The  accompanying  notes  are  an  integral  part  of  this  statement 
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OFFICE  OF  PUBLIC  INSTRUCTION 
COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 
CHANGES  IN  FUND  BALANCES  -  FIDUCIARY  FUND  TYPES 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1980 


Fiduciary  Fund  Types 


Trust  and  Agency  Funds 


Federal  and  Private 
Grant  Clearance  Fund 

Year  Ended 

June  30,  1980    June  30,  1979 


Agency  Fund 

Year  Ended 
June  30,  1980 


REVENUES: 
Grants,  Gifts,  Bequests, 

and  Donations 
Investment  Earnings 
Federal  Assistance 

Total  Revenues 

EXPENDITURES: 
Distribution  to  Public 
Schools 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUE 
OVER  EXPENDITURES 

OTHER  FINANCING  SOURCES 
(USES) 
Prior  Year  Adjustment 

EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES) 

FUND  BALANCE  -  JULY  1 

FUND  BALANCE  -  JUNE  30 


$23,606,602 
23,606,602 

23,021,074 
23,021,074 

585,528 

(585,528) 

-0- 

-0- 

$     -0- 


$20,604,713 
20,604,713 

20,533,629 
20,533,629 

71,804 


(173,819) 

(102,735) 

102,735 

-0- 


$10,000 
22 


10,022 


■0- 


10,022 


10,022 
-0- 
$10,022 


The  accompanying  notes  are  an  integral  part  of  this  statement. 
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OFFICE   OF    PUBLIC    INSTRUCTION 

NOTES   TO   THE    FINANCIAL   STATEMENTS 

FISCAL  YEARS   ENDED  JUNE  30,    1979  and   1980 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 

The  department's  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System  (SBAS)  with  the 
following  adjustments: 

Fiscal  Year  1978-79 


Account  Title 

EARMARKED  REVENUE  FUND 
Revenue : 

Federal  Assistance 

Investment  Earnings 

Taxes 
Expenditures : 

Distribution  to  Public  Schools 

FEDERAL  AND  PRIVATE  GRANT  CLEARANCE  FUND 
Revenue : 

Federal  Assistance 
Fund  Balance 


Amount  Increased 
(Decreased) 


$   (447,266) 
447,266 
(6,411,046) 

(6,411,046) 


$   386,198 
386,198 


Fiscal  Year  1979-80 


EARMARKED  REVENUE  FUND 
Revenue : 

Taxes 
Expenditures: 

Distribution  to  Public  Schools 

FEDERAL  AND  PRIVATE  GRANT  CLEARANCE  FUND 
Fund  Balance 

Federal  Cost  Reimbursement  Receivable 
Receipts  Collected  in  Advance 
Federal  Assistance 


$   (683,166) 
(683,166) 


$   (158,926) 
380,034 
538,960 
(158,926) 
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Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
revenues  are  recorded  when  received  in  cash,  unless  susceptible 
to  accrual  or  deferral,  and  expenditures  are  recorded  when  a  valid 
obligation   is  incurred. 

Revenues  are  susceptible  to  accrual  if  they  are  measurable 
and  available  to  finance  expenditures  of  the  fiscal  period  or  are 
not  received  at  the  normal  time  of  receipt.  Revenues  are  deferred 
if  material  and  received  before  the  "normal"  time  of  receipt,  or  if 
received  for  a  particular  activity  and  the  expense  for  the  activity 
has  not  been   incurred   prior  to  fiscal   year-end. 

With  the  following  clarifications,  a  valid  obligation  exists  when 
the  associated   liability  is  incurred: 


-The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1980,  is  maintained  on  an 
hourly  basis  rather  than  by  dollar  amount.  The  monetary 
liability  is  not  calculated  until  an  employee  terminates.  Upon 
termination,  qualifying  employees  are  paid  at  their  current 
pay  rate  for  100  percent  of  accumulated  vacation  and  25  per- 
cent of  unused   sick   leave. 

-If  the  appropriation  provided  funds  to  complete  a  given  pro- 
ject, the  entire  amount  of  a  service  contract  may  be  accrued 
even  though  the  services  are  rendered  in  fiscal  years  subse- 
quent to   the   fiscal    year   in  which  the  expenditure  is  accrued. 

-The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which   budgeted. 

■Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year    in    which    the    anticipated    expenditure   is   to   be   accrued. 


General    Fixed   Assets 

The  state  of  Montana  uses  the  Property  Accountability  Manage- 
ment System   (PAMS),   a  centrally  maintained   subsystem  of  SBAS,   to 
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manage  and  account  for  fixed   assets  owned   by  the  state  of  Montana. 
During    the   audit    period,    OPI    was    in    the    process   of   converting  to 
the    PAMS   system.      Because  the  conversion   was   not  complete,    OPi's 
investment  in   general  fixed  assets  at  June  30,    1980  was   not   recorded 
in   its  general    ledger  accounts.      Accordingly,    a  Statement  of  General 
Fixed    Assets,    as    required    by    generally    accepted    accounting    prin- 
ciples,    is    not    included    in    the    accompanying    financial    statements. 
Fund   Types 

The  state  of  Montana  accounts  are  organized  utilizing  a  fund 
structure  outlined  in  section  17-2-102,  MCA.  For  financial  repre- 
sentation, these  funds  have  been  additionally  classified  according 
to  the  recommended  format  established  by  the  National  Council  on 
Governmental  Accounting  (NCGA). 
--Governmental    Fund   Types 

General  Fund  -  to  account  for  moneys,  except  those  moneys 
required  to  be  accounted  for  in  another  fund.  General  Fund 
moneys  deposited  in  the  state  treasury  are  available  to  defray  the 
costs  of  state  government. 

Special  Revenue  Fund  -  to  account  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures  for 
specified  purposes.  Revenue  from  license  and  permit  sales,  taxes, 
fines,  federal  grants,  film  rentals,  commodity  transportation,  and 
federal  grant  indirect  cost  reimbursements  are  legally  restricted  to 
expenditures  for  specified  purposes.  These  revenues  are  recorded 
in  the  Earmarked  Revenue  Fund,  the  Federal  and  Private  Revenue 
Fund,    and  the   Revolving    Fund. 
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--Fiduciary   Fund   Types 

Federal  and  Private  Grant  Clearance  -  OPI  uses  this  fund 
primarily  to  account  for  grant  moneys  distributed  to  local  educa- 
tional  agencies. 

Agency  Fund  -  OPI  uses  this  fund  to  account  for  a  bequest 
received   in   fiscal   year  1979-80. 

2.  RETIREMENT   SYSTEM 

OPI  employees  participate  in  the  Public  Employees'  Retirement 
System  (PERS),  a  contributory  plan  which  covers  public  employees 
in  the  state,  and  the  Teachers'  Retirement  System  (TRS),  a  con- 
tributory plan  which  covers  members  of  the  public  teaching  profes- 
sion. The  state  contributes  6.2  and  6.3  percent  of  an  employee's 
gross  wages  and  the  employee  contributes  6  and  6.2  percent  of  his 
gross  wages  to  PERS  and  TRS,  respectively.  The  department 
incurred  total  pension  costs  of  approximately  $165,700  during  fiscal 
year  1978-79  and  $175,700  during  fiscal  year  1979-80.  The  TRS 
and  PERS  were  actuarially  sound  at  June  30,  1979  and  June  30, 
1980,  respectively,  according  to  the  systems'  actuary.  The  un- 
funded past  service  costs  and  the  actuarially  computed  value  of 
vested  benefits  were  not  readily  available  for  members  of  the  plans 
employed   by  OPI    in  fiscal   years   1978-79  and  1979-80. 

3.  BUDGET    INFORMATION 

The    department    utilizes    a    fixed    annual    basis    of    budgeting. 
Under    the    fixed    annual    method,    appropriations    of    specific    dollar 
amount  are  set  for  each  fiscal   year  of  a  biennium   by  the   legislature. 
Appropriations    control    the   department's    financial  operations  during 
each  fiscal   year.      At  the  end  of  each   year,    the  department's 
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Earmarked  Revenue  Fund,  Federal  and  Private  Revenue  Fund,  and 
Revolving  Fund  appropriations  revert  to  the  fund  of  original 
appropriation.  The  reverted  appropriation  may  be  used  in  the 
subsequent  year  as  authorization  for  valid  prior  year  obligations. 
Budget  amendments  represent  the  authorization  to  spend 
funds  not  available  for  consideration  by  the  legislature  but  avail- 
able from  other  sources  other  than  the  general  fund  or  federal 
revenue  sharing  moneys.  Budget  amendments  are  approved  by  the 
Governor  or  his  designee.  The  1979  legislature  restricted  the  use 
of  budget  amendments  in  the  Earmarked  Revenue  Fund.  Earmarked 
Revenue  Fund  budget  amendments  may  only  be  approved  if  an 
emergency  justifies  the  expenditure. 

4.  LEASES 

The  office  leases  a  building  which  is  used  to  house  the  Audio- 
visual Film  Library.  The  lease  term  expires  on  November  1,  1984. 
Lease  payments  are  recorded  as  expenditures  over  the  lease  term, 
as  they  become  payable.  Commitments  under  the  lease  agreement, 
classified  as  an  operating  lease,  provide  for  the  following  minimum 
lease  payments. 

Fiscal  Year  Payment 

1980-81  $13,200 

1981-82  13,200 

1982-83  13,200 

1983-84  13,200 

1984-85  4,400 

Total  $57,200 

5.  FEDERAL   GRANT    INCOME   AND   DISBURSEMENTS 

Revenues  and  expenditures  reported  in  the  Federal  and 
Private    Revenue   Fund   and  the   Federal   and   Private  Grant  Clearance 
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Fund  differ  from  income  and  disbursements  reported  in  the  supple- 
mental schedule  on  page  67.  The  differences  consist  of  CETA  and 
prior  year  adjustments.  CETA  is  not  included  on  the  Schedule  of 
Federal  Grant  Income  and  Disbursements.  Prior  year  adjustments 
recorded  during  the  audit  period  are  included  in  the  fiscal  year 
1978-79  and  1979-80  income  and  disbursements  shown  on  the  grant 
schedule.  On  the  financial  statements  these  prior  year  adjustments 
are  reported  as  "Other  Financing  Sources  (Uses),"  rather  than  as 
revenues  and  expenditures. 
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OFFICE  OF  PUBLIC  INSTRUCTION 


Program 

Department  of  Education 
ESEA  Title  I  -  Low  Income 


ESEA  Title  I  -  Migrant 


ESEA  Title  I  -  Handicapped 


ESEA  Title  I  -  Special  Incentive 


ESEA  Title  I  -  Delinquent 


ESEA  Title  I  -  Administration 


ESEA  Title  I  -  Library 

ESEA  Title  I  -  Correctional 
Institutions 

ESEA  Title  II  -  Library  Resources 


SCHEDULE  OF  FEDERAL  GRANT  INCOME 

AND  DISBURSEMENTS 

FISCAL 

YEARS  1978-79, 

1979-80 

Common 

Accounting 

Prior 

■  Period 

Fiscal 

Year  1979 

Fiscal 

Year  1980 

Number 

Income 

Disbursements 

Income 

Disbursements 

Income 

Disbursements 

42001900 

$2,633,565 

$2,633,565 

$    (1,058) 

$    (1,058) 

$      (H2) 

$     (112) 

52001900 

4,096,315 

4,093,128 

(5,927) 

(3,025) 

(720) 

(435) 

62001900 

4,594,252 

4,590,855 

(7,149) 

(3,764) 

(398) 

(386) 

62002050 

5,235,507 

5,077,857 

(187,031) 

(29,381) 

(365) 

(365) 

72002067 

4,118,947 

4,044,893 

1,782,995 

1,853,672 

(22,620) 

(19,248) 

72340015 

2,795,998 

2,795,998 

(5,000) 

(5,000) 

82002085 

5,997,105 

5,886,484 

1,097,312 

1,210,899 

92002150 

7,110,711 

7,285,432 

02002155 

144,225 

157,717 

62001904 

857,185 

857,183 

(2) 

72002055 

857,132 

857,132 

(2) 

(2) 

82002072 

250,000 

500,000 

609,892 

356,162 

(3,550) 

180 

82002090 

50,000 

50,000 

806,375 

806,375 

62002051 

372,594 

370,349 

(2,511) 

(266) 

72002068 

258,867 

266,693 

113,501 

96,725 

(10,432) 

(1,483) 

82002086 

269,396 

263,720 

100,870 

106,546 

92002151 

260,498 

272,087 

62001924 

294,682 

294,682 

(317) 

(317) 

72002057 

674,770 

674,518 

(32,780) 

(32,528) 

(98) 

(98) 

72002074 

76,550 

344,561 

418,706 

(11,109) 

(8,704) 

72002069 

79,162 

79,162 

19,709 

19,709 

82002087 

84,196 

84,196 

23,336 

23,336 

92002152 

90,460 

93,811 

72002056 

150,000 

150,000 

72002073 

80,000 

76,892 

60,000 

73,108 

82002091 

135,000 

102,647 

15,000 

51,172 

82002093 

5,000 

3,630 

527 

2,656 

92002156 

160,000 

166,236 

52000525 

336,861 

336,861 

(141) 

(141) 

62002053 

1,526 

340 

(1,186) 

(26) 

(26) 

42000525 

312,501 

312,501 

(42) 

(42) 
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Program 
ESEA  Title  III  -  Administration 

ESEA  Title  IV  B 


ESEA  Title  IV  C 


NDEA  III  -  Administration 
NDEA  III  -  Acquisition 
EHA  Part  B 


EHA  Part  D 

Preschool  Incentive 

Follow  Through 

Right  to  Read 

State  Reading  Improvement 
Reading  Improvement 


Common 

Accounting 

Number 

52001906 
52001907 
62001906 

62002110 
62000550 
72000551 
82000552 
92000553 

72002058 
72002075 
82002092 
92002159 

62001964 

52001962 

02002345 
42082300 
62002300 
72002395 
82002351 
92002398 

72002305 
82002305 
92002305 

82002352 
92002399 

62001970 
72001970 

72001974 
82001974 

62001974 

92001974 


Prior  Period 


Fiscal  Year  1979 


Fiscal  Year  1980 


Income 


Disbursements 


Income 


387,895 
150,000 
332,841 

247,717 
528,026 
405,776 


942,528 
499,062 


4 ,  000 
85,150 


198,174 

265,816 

496,484 

68,000 


48,658 


8,542 
7,000 

70,000 
35,500 


$  387,895 
150,000 
332,773 

247,716 
527,871 
409,494 


991,035 
523,717 


3 

,900 

85 

,150 

198 

,074 

265 

,816 

521 

,098 

79 

,628 

37,285 


6,444 
7,691 

57,434 
31,091 


(2) 

(1 

,848) 

(22) 

(1 

,352) 

146 

,075 

469 

,142 

(7 

,063) 

555 

,269 

605 

,577 

(100) 


(100) 
(3,626) 
58,599 
446,429 


(8,540) 
108,374 


14,585 


(2,098) 
803 

4,788 
83,000 

(4,409) 


Disbursements 


(1,779) 


(21) 
(1,397) 
144,882 
453,389 


(41,498) 

537,472 

525,466 


(3,626) 
2,316 
454,754 
120,013 

1,438 

107,076 

7,000 

13,232 


1,332 
111 

17,354 
78,242 


Income 


(117) 


(291) 
(270) 
(944) 
131,306 
506,261 

(268) 
(15,917) 
362,974 
545,854 


(4,517) 


95,000 


Disbursements 


(117) 


(445) 
(79) 
(3,478) 
146,928 
516,992 


(264) 
(23,356) 
548,125 
520,464 


(28) 

(28) 

190,244 

190,218 

(538) 
(31,688) 
43,386 

1,222,424 

(538) 
(351) 
49,717 
1,143,108 

(1,394) 
(1,299) 
57,787 

46,417 

13,667 
43,253 

15,015 
43,893 

241 


95,638 
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Program 
Arts  in  Education 

Arts  and  Basic  Quality 
Career  Education 

Gifted  and  Talented 

Indochina  Refugee 

Bilingual  Education 
EPDA  Part  F 
Community  Education 
VOED  Planning 


Capacity  Building 
VOED  Basic  Grant 

VOED  Program  Improvement 

VOED  Disadvantaged 

VOED  Consumer  &  Homemaking 


Common 
Accounting 

Prior 

Period 

Fiscal 
Income 

$     (1,262) 
5,000 

Year  1979 
Disbursements 

$     1,757 
7,455 

Fiscal 

Year  1980 

Number 

Income 
$     9,000 

Disbursements 
$    5,981 

Income 

$     2,790 
3,000 

Disbursements 

72006609 
82006609 
92006609 

$       335 
3,290 

62006609 

8,500 

7,484 

(1,016) 

72006605 
92006633 

40,000 

42,724 

3,296 

573 

116,620 

123,402 

82006601 
92006601 

25,000 

29,260 

4,753 
47,500 

492 
47,679 

02202140 
72002124 
72002125 

27,699 
394 

27,699 
394 

(996) 

(996) 

11,250 

12,302 

72002115 
82002115 

20,000 

21,557 

231 
25,000 

(1,326) 
21,679 

(3,332) 

(11) 

62081353 
72081353 

22,690 

21,510 
29,508 

(1,180) 
23,214 

82006602 
92006602 

40,000 

36,532 

9,000 
28,000 

12,468 
28,286 

02001477 
52001319 
62001319 
9D700074 

29,832 
29,874 

24,425 
28,839 

(1,485) 

(450) 

19,945 
(5,407) 

14,500 

19,945 
13,687 

8D700074 

10,455 

65,025 

56,756 

02001466 
82001414 
82001452 

1,322,806 

1,294,403 

337,922 
1,116,717 

391,276 
1,195,290 

1,491,638 
(4,935) 
676,715 

1,570,306 
(8,469) 
607,400 

02001467 
82001415 
82001453 

330,454 

243,703 

88,372 
163,694 

175,123 
87,822 

142,273 

(25,633) 

166,723 

150,744 

(25,633) 

237,213 

02001468 
82001416 
82001454 

21,732 

21,732 

59,204 
67,547 

59,204 
66,290 

71,851 
(1,272) 

81,606 
(14) 

02001469 
82001417 
82001455 

165,895 

162,249 

150,559 

3,646 
41,919 

10,000 

10,000 
108,640 
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Program 
VOED  Work  Study 
Adult  Basic  Education 


Equal  Learning  Opportunity 
Equal  Learning  Opportunity 
Assistance  for  State  Equalization 
National  Diffusion  Network 
Teachers  Centers 

National  Origin  Discretionary 
State  Technical  Assistance 

Title  II  Basic  Skills 

EPA  Water  Training 

National  Science  Foundation 
PES  74-07227  MATH  74 
PES  75-02064  MATH  75 

Department  of  Agriculture 
School  Food  Services  1977 

1978 
1979 
1980 

Department  of  Interior 
Indian  Education  1973 
1974 
1976 
1977 
1978 
1979 
1980 


Common 
Accounting 

$ 

Prior 

P. 

sriod 

Fiscal 

Year 

1979 

Fiscal 

Year  1980 

Number 

Income 

11,744 

D 

$ 

1  s 

bursements 
19,378 

Income 
$     7,633 

Disl 

bursements 

Income 

Disbursements 

72081369 

02001465 
62081309 
6208141 1 
72081413 
82001451 

324,974 
334,521 
317,843 

325,022 
334,075 
301,380 

48 
(5,249) 
46,687 
370,702 

$ 

(4,803) 
42,434 
376,026 

$   376,979 

(12,462) 
16,216 

$   382,758 

3,254 
10,892 

62081152 

89,466 

82,882 

(6,359) 

225 

72081152 

120,000 

125,330 

35,040 

35,210 

72002080 

15,000 

42,555 

3,100 

3,102 

82006619 

25,000 

23,050 

38,768 

53,597 

82006623 
92006623 

12,914 

6,963 

13,000 

6,101 
11,153 

92001152 

12,500 

14,093 

92001970 
92002115 

8,500 
15,000 

7,939 
15,318 

02002136 

15,000 

12,762 

72084806 

15,622 

178,638 
184,235 

15,622 

165,831 
174,059 

(12,807) 
(10,176) 

(145) 

4 
4 

,978,668 
,326,641 

4 
4 

,978,833 
,330,139 

17,810 
1,705,332 
4,720,053 

1 
5 

17,645 
,696,385 
,407,683 

(22,131) 
1,844,914 
6,762,347 

(16,683) 
1,125,230 
6,263,197 

1 

1 
1 

,037,889 

,058,077 

,103,238 

850;506 

387,829 

1 
1 
1 

,037,889 

,058,077 

,103,238 

849,536 

386,650 

(6) 
(3,876) 
(766) 
206,978 
432,525 

(1,530) 

(6) 

(3,876) 

(766) 

247,687 

399,981 

(1,530) 

(100) 
(111,720) 
188,622 
423,884 

(100) 
(151,250) 
200,765 
424,369 
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Program 
Bus   Drivers   Ed      //l    111-79-1 

n 

80-04-07-1 

Highway  Safety      111-78-1 

133-78-1 

Alliance  Arts 
in  Ed  1979 

1980 

Veterans'  Administrate u 1 1 
Veterans  Ed   19/8 
19  79 
1980 

National  Institute  of 

Education 

Project  Exchange  6B 

7B 
8B 
9B 

Project  Learning  Tree 

Bi rye  list  Guide   79-03-01-4 

DFAFS  Collections 

Total 


Common 

Accounting 

Number 


Prior  Period 


Fiscal  Year  1979 


Fiscal  Year  1980 


Income 


Disbursements 


5,864 


1,500 
1,500 


17,973 


Income 


5,334 


Disbursements 


47,317 


11,158 


262 


32,558 


14,836 

9,540 

11,563 

1,238 

1,500 

19,511 

4,926 

18,814 

28,159 

Income 

8,981 
10,595 
14,170 

-0- 


19,702 
21,135 


Disbursements 

$     5,478 
42,449 


10,357 
29,237 


34,500 
15,000 

73,864 
45,687 

39,364 
60,000 

38,883 
44,240 

1,285 
2,207 

$25 

64,460 
50,000 

2,207 

67,555 

,511,882 

21,673 
50,000 

683 

$50,297,687 

$50,303,004 

$21,521,425 

$22, 

159,233 

$25, 

,001,783 
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AGENCY    REPLIES 


DEPARTMENT  OF  ADMINISTRATION 

DIRECTORS  OFFICE 


TED  SCHWINDEN.  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA' 


(4061 449-2032 


HELENA.  MONTANA  59620 


May  12,  1981 


James  Gillett,  Acting  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Jim: 


RECCED 

MAY  2 1  i3o  i 
mqnbna  ugisuim  mm 


In  accordance  with  your  request,  we  submit  the  following  response  to 
the  recommendation  included  in  the  audit  of  the  Superintendent  of  Public 
Instruction  that  pertains  to  the  Department  of  Administration. 

Recommendation  #11: 


We  recommend  that  the  Department  of  Administration  modify  SBAS  to  show 
the  detail  of  all  adjustments  to  revenues  and  expenditures  recorded  in  a 
prior  year. 

Response: 


We  are  currently  working  on  annual  computer-generated  financial  reports  for 
each  agency  that  are  in  accordance  with  GAAP.   This  recommendation  will  be 
considered  in  that  project. 

Sincerely, 


;'ifi*u.g.&*~J?f 


Morris  L.  Brusett 
Director 


MB/TC/jk 


72 


AN  EQUAL  OPPORTUNITY  EMPLOYER 


OFFICE  OF  PUHLIC  INSTRUCTION 

STATE  CAPITOL 

HELENA,  MONTANA  59601 

(406)  449-3095 


Ed  Argenbright 
Superintendent 


June  17,   1981 


Mr.   James  Gillett 

Acting   Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,   MT     59620 

Dear  Mr.    Gillett: 

Enclosed  you  will  find  our  reply  to  the  audit  report. 

Each   recommendation   has   been   addressed   and   an   indication  of  our 
position  with  the  appropriate  anticipated  action. 


Ed  Ar*genbright 
Superintendent 


EA:gh 
End 
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Affirmative  Action   —   EEO  Employer 


Recommendation  No.  1 

A.  The  OPI  has  worked  to  ensure  that  counties  maintain  separate 
accounting  for  the  various  levies  and  will  continue  to  do  so.  We  most 
certainly  will  work  with  the  Department  of  Administration  toward  this 
goal. 

B.  We  concur  and  will  establish  the  accounts  receivable. 


Recommendation  No.  2 

In  addition  to  the  regular  assistance  given,  written  recommendations  for 
the  handling  of  the  federal  forest  funds  will  be  provided  to  all  coun- 
ties. 


Recommendation  No.  3 

A.  We  concur. 

B.  We  concur. 

Recommendation  No.  4 


A.  We  feel  that  Topic  4  of  the  School  Finance  and  Statistics  Ref- 
erence  Manual  serves  this  purpose,  and  an  attempt  will  be  made  to  develop 
appropriate  instruction. 

B.  We  do  monitor  the  timeliness  of  the  county  officials'  reports. 
By  law  (20-3-209)  we  issue  an  annual  receipt  for  the  reports.  The  county 
commissioners  by  law  should  not  pay  the  county  superintendent  until  they 
have  this  receipt.  We  have,  in  the  past,  written  letters  directly  to  the 
county  commissioners  asking  them  to  withhold  the  salary  of  the  county 
superintendent.  We  have,  in  the  past,  cut  off  all  funds  to  all  school 
districts  in  a  county  until  the  reports  are  received  by  the  OPI.  At  the 
same  time,  we  notify  the  school  superintendents  in  the  various  school 
districts  of  the  reason  for  this  action.  This  was  done  in  an  effort  to 
get  the  report  to  the  OPI. 

Recommendation  No.  5 

A.  We  concur. 

B.  We  concur.  However,  the  district's  financial  reports  arrive  in 
our  office  after  the  end  of  the  fiscal  year. 


Recommendation  No.  6 

With  regard  to  this  recommendation,  the  Superintendent  intends  to  be  very 
cooperative  in  the  studies  of  school  finance  laws  which  will  be  conducted 
by  the  Legislative  Finance  Committee  and  an  Interim  Legislative  Commit- 
tee. Hopefully  the  system  can  be  modernized  without  sacrificing  local 
control  and  local  decision-making. 
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Recommendation  No.  7 

The  present  methods  of  calculating  the  maximum  general  fund  budget  with- 
out-a-vote  has  been  in  use  since  the  foundation  program  was  adopted  in 
1949.  The  legislature,  by  repeated  reviews  and  updating  of  the  figures, 
has  validated  the  present  method.  It  is  the  method  accepted  by  the  leg- 
islative fiscal  analyst.  Thirty-two  years  of  acceptance  by  the  legis- 
lature has,  in  our  opinion,  clarified  the  interpretation  as  well  as  can 
be  expected.  If  the  legislature  wishes  to  change  the  method,  it  would 
have  to  change  the  dollar  amounts  involved  as  the  increases  would  be 
incorrect. 


Recommendation  No.  8 

Procedures  have  been  established  beginning  in  FY  1981  to  assure  that  ex- 
penditure abatements  are  not  used  to  record  collections  from  the  sale  of 
certain  goods  and  services.  A  revolving  account  has  been  established  to 
permit  the  expenditures  for  printing  materials  and  providing  services  to 
be  made  and  for  the  revenues  to  be  recorded  for  each  item  that  has  re- 
imbursements for  these  goods  and  services. 


Recommendation  No.  9 

Steps  have  been  taken  to  speed  up  the  budget  amendment  process  by  simpli- 
fying the  individual  amendments  to  a  limited  number  of  items.  This  will 
allow  the  OBPP  analyst  to  more  readily  review  the  individual  items  being 
requested  and  will  help  to  have  these  items  quickly  approved.  This  will 
eliminate  the  need  for  the  temporary  transfer  of  expenditures  from  one 
appropriation  to  another. 


Recommendation  No.  10 

Federal  revenues  will  be  recorded  using  the  modified  accrual  basis  of 
accounting  beginning  at  year  end  FY  1981.  This  will  allow  the  calcula- 
tion of  accrued  and  deferred  revenue  and  will  be  done  according  to  gen- 
erally accepted  accounting  principles  and  state  accounting  policy. 

Recommendation  No.  11 

The  Office  of  Public  Instruction  concurs. 

Recommendation  No.  12 

A.  Disagree.  Since  this  office  receives  a  general  fund  appropria- 
tion from  the  legislature  each  year  to  help  fund  the  indirect  cost  pool 
for  the  office  and  the  amount  of  the  reimbursement  to  be  made  for  SWCAP 
costs  are  not  included  as  part  of  the  pool  costs,  OPI  interprets  this  to 
mean  that  the  legislature  does  not  intend  that  this  reimbursement  should 
be  made.  If  the  legislature  felt  that  this  reimbursement  should  be  made, 
it  would  be  necessary  to  increase  the  general  fund  share  in  the  indirect 
cost  pool  by  the  same  amount  as  the  reimbursement. 
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B.  The  revenue  class  1701  is  now  being  used. 

C.  Disagree.  In  order  to  comply  with  this  recommendation,  it 
would  require  that  an  inter-entity  loan  would  have  to  be  made  and  con- 
tinued for  the  entire  year.  Indirect  costs  are  to  be  taken  on  actual 
expended  direct  costs  and  these  amounts  are  not  known  until  the  beginning 
of  the  following  month  when  the  SBAS  reports  are  made  available.  There- 
fore, there  is  always  a  month  lag  in  drawing  the  indirect  costs. 


Recommendation  No.  13 

We  believe  legislation  has  solved  this  problem. 

Recommendation  No.  14 

The  Office  of  Public  Instruction  concurs.  Steps  have  been  taken  to 
assure  the  prompt  collection  of  accounts  receivable  by  periodically 
reviewing  all  accounts  receivable  ledgers  and  following  up  on  any  delin- 
quent accounts. 

Recommendation  No.  15 

An  individual  who  is  put  on  contract  by  OPI  is  done  so  in  order  to  obtain 
the  most  qualified  person  for  the  job  required.  It  was  felt  at  the  time 
the  contracts  were  made  that  the  requirements,  as  stated,  were  being  met. 
The  Superintendent  is  in  the  process  of  reviewing  the  criteria  and  basis 
for  the  award  of  contracts. 

Recommendation  No.  16 

Documentation  for  the  computer  program  for  the  calculations  used  for 
estimating  the  state  and  county  shares  of  equalization  aid  and  for  the 
distribution  of  this  aid  have  been  done  as  the  program  was  converted  to 
the  new  computer  and  will  continue  to  be  modified  and  updated  as  changes 
are  made. 

Recommendation  No.  17 

The  methods  used  in  recording  and  computing  state  match  have  not  pre- 
viously been  questioned  by  the  federal  agencies  involved.  A  Management 
Evaluation  Review  for  Compliance  (MERC)  team  conducted  a  full  review  of 
the  vocational  education  accounting  procedures  and  found  no  fault  with 
the  state  matching  funds.  The  legislature  has  recognized  funds  spent 
through  other  agencies  ($50,000  spent  by  the  Department  of  Administration 
of  general  fund  money  earmarked  to  get  the  vo-tech  centers  on  SBAS)  as 
well  as  other  "soft"  match  (superintendent's  salary  and  the  AV  library 
funds)  in  determining  the  general  fund  support  needed  in  meeting  the 
match  requirements.  Procedures  for  computing  this  "soft"  match  will  be 
established  to  eliminate  any  question  of  authenticity.  Responsibility 
centers  will  be  set  up  wherever  it  is  deemed  necessary  to  show  match  on 
an  individual  grant. 
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Recommendation  No.  18 

Procedures  are  being  established  to  assure  that  the  vo-ed  accountability 
report  is  based  upon  actual  expenditures  and  not  on  projections  or  budget 
figures.  This  will  assure  no  discrepancy  between  the  accounting  records 
and  the  accountability  reports.  Requests  for  submitting  late  reports, 
when  justified,  will  be  made. 


Recommendation  No.  19 

Procedures  for  the  permanent  retention  of  the  Child  Count  records  have 
been  established. 


Recommendation  No.  20 


We  concur. 
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